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PREFACE 


In the spring of 1958, the Committee on Foreign Relations took 
initial steps toward planning a broad and long-range review of U.S. 
foreign policy. Hearings were held with regard to U.S. policies re- 
specting specific geographic areas, among them Latin America. Coin- 
cidentally, public attention throughout the world was abruptly and 
sharply focused on Latin America as a result of the incidents attend- 
ing Vice President Nixon’s visit there. 

Yonsequently, the Committee on Foreign Relations instructed its 
Subcommittee on American Republics Affairs to engage in a thorough- 
going, nonpartisan, critical but constructive, inquiry into U.S. rela- 
tions with the other American republics. In Senate Resolution 330 
of the 85th Congress, agreed to July 28, 1958, the Senate authorized 
expenditures of $150,000 for the purposes of the study and likewise 
authorized the committee to “use the experience, knowledge, and advice 
of private organizations, schools, institutions, and individuals.” This 
authority was continued in Senate Resolution 31 of the 86th Congress, 
agreed to February 2, 1959. The study published herewith is the fifth 
of a series resulting from contracts with various private groups. The 
first study published was prepared by the University of New Mexico 
and is entitled “Post World War II Political Developments in Latin 
America” ; the second, done by International Economic Consultants, is 
“Commodity Problems in Latin America”; the third, by Northwestern 
University, is “The Organization of American States”; and the 
fourth, “U.S. Business and Labor in Latin America,” was prepared by 
the University of Chicago. Others are in the process of preparation. 

It is our hope that these studies will assist the subcommittee in for- 
mulating its own recommendations for the improvement of this Na- 
tion’s relations with our neighbors to the south. However, it is to be 
kept firmly in mind that the study presented herewith, as well as sub- 
sequent studies which will be published, do not reflect the findings, 
opinions, or recommendations of the Subcommittee on American Re- 
publics Affairs. They represent the work and possible biases of com- 
petent —e but will serve the subcommittee only as background 
material in preparation for the hearings to be held later on, and as 
outside suggestions to be considered in concert with other extensive 
information—gathered partly through the personal study missions to 
Latin America of individual Senators—when the subcommittee for- 
mulates its own conclusions and recommendations to the full commit- 
tee. It will be the subcommittee’s duty to evaluate the studies in light 
of the information and experience gained in the course of its inquiry. 
It will feel free to accept or to reject, in part or in whole, the substance 
of any of the report submitted to it by the contracting organizations 
and institutions. 

Wayne Morse, 
Chairman, Subcommittee on American Republics Affairs. 
January 31, 1960. 
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LETTER OF TRANSMITTAL 


NATIONAL PLANNING ASSOCIATION, 
Washington, D.C., October 16, 1959. 
Hon. J. W. Fursrieut, 


Chairman, U.S, Senate Committee on Foreign Relations, 
Washington, D.C. 

Dear Senator Fu.sricut: I am honored to transmit to you here- 
with the report on “United States and Latin American Policies A ffect- 
ing Their Economic Relations,” which the Subcommittee on American 
Republics Affairs of the Senate Foreign Relations Committee re- 
quested the National Planning Association to prepare. 

In the last few years, many North and South Americans have rec- 
ognized and become increasingly concerned about the difficulties which 
exist in the relations between the United States and Latin America. 
While differences of interests and attitudes naturally exist amon 
nations, responsible national governments must seek to understan 
the nature of the resulting problems and strive to find constructive 
ways to mitigate them. This requirement is especially important for 
the governments of the Western Hemisphere. Their countries share 
in the Western cultural tradition and face common problems and 
dangers in the precarious world environment of the second half of 
the 20th century. Hence, there are both a deeply rooted basis and 
an urgent ain i improving the relations among the Western Hemi- 
sphere governments in order to insure their mutual security and prog- 
ress. It is our hope that this study will contribute to such better 
understanding and improvement in the relations between the United 
States and its neighbors to the south. 

If there is one main conclusion emerging from our study, it is that 
the U.S. Government’s attitude toward Latin America needs to be 
much more concerned, —_ athetic, and constructive in the coming 
years than it has generally been since World War II. True, certain 
modifications in the content of U.S. policies and programs would also 
be desirable, as explained in our report. But these changes are more 
likely to be made, and their beneficial effects would be greatly en- 
hanced, when indifference and dilatoriness regarding Latin American 
affairs have been replaced by a positive and active concern for the 
welfare and progress of our southern neighbors. In turn, the spirit 
which characterizes U.S. actions and pro s in the Latin American 
countries in no small measure helps to determine the nature of their 
attitudes toward the United States. 

In preparing the re we have endeavored to make the main text 
as concise and readable as ible. All of the statistical data and 
detailed technical analyses dealing with the various specific subjects 
assigned to us have been placed in a series of appendixes. The main 
text contains only the highlights of the study and the chief findings 
and suggestions which it has produced. 
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VIII LETTER OF TRANSMITTAL 


The report is the work of the National Planning Association staff 
and was prepared under the supervision of Theodore Geiger, NPA’s 
chief of international studies, with the assistance of Louis Delwart, 
Gizella Huber, Liesel Goode, and E. B. Rice. Background memo- 
randums on particular subjects were provided by a number of distin- 
guished experts, including Lawrence J. Eckstrom, of Baker, McKenzie 
& Hightower, New York City; Raymond F. Mikesell, professor of 
economics, University of Oregon; Stanley Nehmer, formerly of the 
Bureau of Economic Affairs, Department of State; Amos E. Taylor, 
formerly Director of the Department of Economic and Social Affairs, 
Organization of American States; and Ira T. Wender, of Baker, 
McKenzie & Hightower, Chicago. Acknowledgment is also made of 
the helpful suggestions received from the business executives, trade- 
union leaders, journalists, Government officials, and scholars who 
were interviewed by the staff and gave so generously of their extensive 
knowledge and experience of United States-Latin American relations 
and problems. 

In accordance with its practice, the National Planning Association 
appointed a special advisory committee to provide general guidance 
to the staff, to review the report in draft, and to make suggestions for 
revisions. The members of the committee were: 

Wayne Chatfield Taylor, chairman, former Under Secretary of 

ommerce and Chairman of the Export-Import Bank. 

Laird Bell, Bell, Boyd, Marshall & Lloyd, Chicago, Ill. 

Henry F. Holland, Roberts & Holland, New York City. 

Kenneth Holland, president, the Institute of International Edu- 
cation, New York City. 

Eric Johnston, president, Motion Picture Association of America, 
Inc., Washington, D.C. 

a May, International Basic Economy Corp., New York 

ity. 

John Moore, vice president, W. R. Grace & Co., New York City. 

Herschel D. Newsom, master, National Grange, Washington, D.C. 

Serafino Romualdi, Inter-American representative, AFL-CIO, 
Washington, D.C. 

—— Sonne, president, South Ridge Corp., New York 

ity. 

Charles J. aes chairman of the executive committee, Sym- 
ington Wayne Corp., New York City. 

Amos E. Taylor, former Director of the Department of Economic 
and Social Affairs, Organization of American States, Wash- 
ington, D.C. 

John C. Wiley, U.S. Ambassador (retired). 

While the study has benefited greatly from their suggestions, the 
members of the special advisory committee have not been asked to sign 
the report, and the opinions, conclusions, and recommendations therein 
= — necessarily represent their views either collectively or indi- 
vidually. 

In submitting this report, the National Planning Association wishes 
to express its thanks to you and to the Committee on Foreign Rela- 
tions of the U.S. Senate for the opportunity to participate in this 
important review of the problems and possibilities in United States- 
Latin American relations. 

Respectfully submitted. 
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UNITED STATES AND LATIN AMERICAN POLICIES AFFECTING 
THEIR ECONOMIC RELATIONS 


MAIN FINDINGS AND SUGGESTIONS 


_ 1. The major change required in U.S. Government policies regard- 
ing Latin America is more in the attitude or spirit with which these 
policies have been administered than in their substantive content. 
While certain modifications are suggested in this report, U.S. policies 
and programs affecting economic relations with the Latin American 
countries are on the whole valid. However, they have not been car- 
ried out effectively largely because of inadequate interest, understand- 
ing, and energy on the part of the U.S. Government agencies involved. 
What are needed are a much more sympathetic concern for Latin 
America’s aspirations and problems and much more timely and con- 
structive efforts to help the Latin American countries overcome their 
present limitations and difficulties. When such a new spirit character- 
izes U.S. Government attitudes toward Latin America, there is likely 
to be a significant improvement in Latin American attitudes toward 
the United States. 

2. To achieve this new spirit and to convince the people of Latin 
America that the United States fully recognizes the importance of 
improved Western Hemisphere relations, it would be desirable to 
make certain changes in U.S. Government organization for handling 
Latin American affairs. The Latin Americans have never forgotten 
the World War II period, when the U.S. Government not only ex- 
plicitly recognized their vital relationship to U.S. security and well- 
being but also provided a special administrative mechanism, which 
gave them direct access to the White House and the assurance that 
there was reasonably effective coordination of the separate agencies 
and programs affecting them. While the specific device then used— 
the Coordinator of Inter-American Affairs—may not be an appro- 
priate mechanism today, an effort should be made to work out an 
administrative arrangement having a similar effect. The benefits to 
United States-Latin American relations would be immediate and 
substantial. 

3. Another desirable improvement is in the methods of policy- 
making and programing utilized by U.S. Government agencies con- 
cerned with Latin America. There is little, if any, long-range policy 
and program planning. Such efforts as are made to look ahead and 
anticipate future problems—even to project the future consequences 
of current U.S. policies and programs—are on too small a scale, and 
are undertaken by personnel who are usually isolated from the eg 
making and program administering parts of their own and other 
agencies. This is particularly true with respect to Latin America. 
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2 UNITED STATES AND LATIN AMERICAN POLICIES 


As the following sections indicate, creative imagination applied, for 
eneennes to U.S. import policies could find other possibilities for ac- 
complishing U.S. domestic objectives while mitigating the adverse 
effects on Latin American countries. Overcoming the present inertia 
and shortsightedness of U.S. foreign economic policies are much 
greater use of long-range policy and program planning techniques and 
effective arrangements for bringing their results to bear on actual 
U.S. policymaking and on the operations of U.S. economic aid pro- 
grams affecting Latin America, 

4. Adequate use of such planning techniques will do much to 
clarify and make more specific the longer range goals of U.S. policy 
not only for the Latin American countries but for the Western Hemi- 
sphere as a whole. Such terms as “freedom,” “security,” and “prog- 
ress,” which are generally used as the goals of U.S. policy, provide 
no guide to the possible ways in which these abstract values could be 
realized and to the problems and difficulties that will probably have 
to be overcome in the process. Without concrete content relevant to 
specific needs and aspirations, such overly generalized goals soon lose 
the capacity to move the hearts and mobilize the energies of men and 
women both in Latin America and in the United States. In this 
connection, it would be particularly desirable to explore more inten- 
sively the possibilities and problems of greater integration of the 
Western Hemisphere as a whole. As a long-range goal of United 
States, Latin American, and Canadian policy, such a constructive 
evolution would not only have important psychological benefits but 
might also enable the peoples of the Western Hemisphere to cope 
more effectively with the prospective global dangers and problems 
of the coming decades. 

5. There are a number of other organizational changes which would 
have beneficial effects on United States-Latin American relations as 
well as on the administration of foreign economic policy generally. 
The time has probably come once again to reunite into a single agency 
the many separate foreign aid activities which are now scattered in 
independent or largely autonomous agencies. In addition, not only 
the aid programs but the whole of foreign economic policy would be 
improved by changes in the current system of interagency policy coor- 
dination and clearance. Careful study should be given to the ways of 
achieving these objectives based not only on the principles of sound 
administration but also on analyses of the substantive tasks of foreign 
economic policy in the second half of the 20th century and of their 
relationship to U.S. foreign policy as a whole. 


THE BACKGROUND OF UNITED STATES-LATIN AMERICAN RELATIONS 


Relations between the U.S. Government and the governments of the 
Latin American countries have passed through several phases. From 
the 1820's to the 1920’s the Monroe Doctrine was the cornerstone of 
U.S. policy toward Latin America. Indeed, it would not be too much 
of an exaggeration to say that during the 19th century the Monroe 
Doctrine was virtually the whole of the positive content of U.S. for- 


eign policy, insofar as it had a positive content at all. For their part, 
the Latin American countries had ambivalent. feelings about the 
Monroe Doctrine. On the one hand, they were reassured by the pro- 
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tection which it provided against possible reconquest and, later, ag- 
gression by the European imperial powers, and they were gratified by 
their importance to the United States which the doctrine signified. 
On the other hand, they were always fearful—particularly during the 
early decades of the 20th century—that the Monroe Doctrine might be 
ened as a cloak for establishing a U.S. hegemony over the Western 
Hemisphere. 

In the 1930's, the Monroe Doctrine receded into the background and 
the tone of U.S. Government relations with Latin America was set by 
the good-neighbor policy. While regarded at first with considerable 
suspicion by the Latin American countries, the good-neighbor poli 
eventually allayed much of the Latin American fear of possible U.S. 
domination and assuaged much of the Latin American resentment 
over U.S. armed intervention in the Caribbean and Central America 
during the immediately preceding decades. ‘The good-neighbor pol- 
icy also strengthened the awareness of Latin American countries of 
their specia] importance to the United States. 

With the outbreak of World War II in 1939, the importance of 
Latin America to the U.S. Government greatly increased. Special 
measures were taken unilaterally and in cooperation with the Latin 
American countries to insure the security of the Western Hemisphere 
and to minimize the adverse effects of the war on the Western Hemi- 
sphere economies. Export-Import Bank loans and technical assist- 
ance facilities of various types were made available on an increasing 
scale to Latin American countries during these years. Intergovern- 
mental conferences and arrangements for continuing hemisphere co- 
operation in various defense and nonmilitary fields helped to enhance 
Latin American consciousness of its special importance to the United 
States. The Coordinator of Inter-American Affairs and his staff 
served to insure prompt attention to Latin American problems in the 
regular Government departments and war agencies, and provided 
direct access to the White House when needed. At no period since 
the achievement of Latin American independence in the early decades 
of the 19th century was the U.S. Government more solicitous of Latin 
American needs and more active in trying to meet them than during 
the war years of the 1940's. 

With the end of World War IT, however, the U.S. Government per- 
force became increasingly preoccupied with such major problems as 
the imperative necessity for relief and reconstruction in the war- 
devastated areas of Europe and Asia; the disorganization of the inter- 
national political and economic system; and the beginnings of aggres- 
sive moves by the Soviet Union, which soon crystallized into the 
pattern of the cold war. In consequence of these and other new, 
worldwide responsibilities thrust upon the United States in the post- 
war period, the security and progress of the Latin American countries 
soon ceased to be a major concern of U.S. foreign policy. Able and 
experienced personnel of the State Department and of other Govern- 
ment agencies concerned had to be transferred from Latin American 
missions and desks to other areas and problems. During the next few 
years, the U.S. Government instituted new programs, disposing of un- 
precedentedly vast financial resources, to which the Latin American 
countries had no, or only nominal, access. Though hemisphere con- 
ferences of various types continued to be held with some regularity, it 
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did not take long for the Latin American governments to become con- 
vinced that the chief purpose of these meetings was to enlist their 
support for the U.S. pilicies and measures required to meet the 
threats—military, political, economic, and psychological—of the cold 
war. To the Latin American governments, it seemed that the U.S. 
representatives were increasingly uninterested in, when they were not 
outspokenly negative about, the subjects and problems which were of 
ahaa importance to their countries but which did not have much 
irect relevance to the exigences of the cold war. 

Thus, by the mid-1950’s, the tenor of United States-Latin American 
governmental relations had come full circle. From the prime—indeed, 
almost the only—positive concern of U.S. foreign policy, it seemed to 
the Latin Americans that their affairs had become among the least im- 
portant, if not the least. This apparent reversal of the U.S. Govern- 
ment’s attitude lies at the reot of much of the recent and current dif- 
ficulties in relations with the Latin American countries. So far, 
protestations to the contrary have not convinced the Latin Americans 
that their impression of the U.S. Government’s attitude is erroneous. 
And, in support of their view, the Latin American governments have 
convincingly cited specific U.S. policies and actions during the past 
decade, particularly in the economic field, which demonstrate what oa 
regard as negativism, indifference, and neglect on the part of the U.S. 
Government. 

Today, there are signs that the U.S. Government has begun to rec- 
ognize the seriousness of the decline since the end of World War II 
in its relations with its southern neighbors. In the current year, a 
number of steps have been taken to give U.S. policy a less negative 
tone and to demonstrate more convincingly the deep interest of the 
United States in Latin America’s welfare and progress. Continua- 
tion and intensification of this trend could do much to restore United 
States-Latin American relations to the high point of the late 1930’s 
and the World War II period. While other important policies are 
involved, the improvement of economic policies and activities will 
play a major role in achieving this objective. To that end, this report 
analyzes the main problems of economic policy that divide the United 
States and Latin American governments and suggests some of the 
ways in which these difficulties could be constructively overcome. 


. 


COMMON ELEMENTS AND MUTUAL INTERESTS IN THE WESTERN 
HEMISPHERE 


In the great concern of the past decade for economic development in 
all parts of the world, there has been a tendency to overlook important 
distinctions among the many countries struggling to accelerate their 
economic growth. The general terms iandendoveloped” or “newly 
developing” conceal major differences in past experiences, present 
capabilities, and future prospects. Of particular significance are the 
distinctions which characterize the Latin American countries as a 
group compared with the nations of the Middle East, southern Asia, 
and Africa. While the important differences among the Latin Ameri- 
can countries themselves should not be overlooked, there are certain 
generalizations which are valid in varying degrees for all of them. 

A basic characteristic is the fact that all of the Latin American 
countries are historically part of the Western Christian cultural tra- 
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dition. True, they trace their ancestry from an earlier stage of Euro- 
pean society than do the United States and Canada—from the late 
medieval Spanish-Portuguese culture, which was still largely feudal, 
aristocratic, and Catholic in its institutions and values. ‘True, the 
Spanish-Portugese culture was and still is different in a number of 
important respects from those more dynamic parts of Western society 
that experienced at first hand the Renaissance, the Reformation, the 
Enlightenment, and the great political, industrial and technological 
revolutions of the past two centuries. Nevertheless, the Spanish- 
Portuguese culture both of the Iberian Peninsula and of Latin America 
is still much closer to that of North America and Western Europe 
than it is to that of any other region. Nor has the persistence of 
strong Amerindian influences in parts of Latin America, significant 
as they may be, decisively distinguished the evolution of such countries 
as Mexico, Peru, Guatemala, Bolivia, and Ecuador from that of the 
others, in which these indigenous factors have been much less im- 
portant or have long ceased to operate. Hence, in considering the 
economic problems and policies of the Latin American countries, it is 
essential to keep in mind the fact that their economic motivations and 
institutions, despite significant differences, are part of the same general 
evolutionary process and cultural tradition as are those of North 
America and Western Europe. 

Different, too, has been the political and economic experience of the 
Latin American countries in the past 150 years, compared with that of 
most of the underdeveloped countries of Asia and Africa. The na- 
tions of Latin America have enjoyed their national independence since 
the early decades of the 19th century. Over the intervening years, 
they have evolved political attitudes and institutions which may seem 
to vary cohabiieibel in their degree of stability and responsiveness to 
the popular will. This experience of longstanding national inde- 
pendence has nonetheless made a difference in the attitudes of the 
Latin American countries compared with the newer nations of Asia 
and Africa. 

While less pronounced, the differences in economic experience are 
also important. True, until the 1930’s, economic growth in Latin 
America was on the average slow and in some regions was almost non- 
existent. However, the general averages conceal important varia- 
tions. Since the vii 18th “deity at least, parts of Latin America 
have been developing large-scale commercial agriculture, which has 
provided the basis not only for overseas trade but also for the evolution 
of indigenous commercial enterprise, with its attendant commercial 
banking, shipping, and importing activities. True, the development 
of manufacturing industries and of commercial agriculture for the 
home market has lagged far behind the growth of trade, domestic 
and foreign, and of agriculture for export markets. But, in conse- 
quence of the latter, Latin America has had much greater experience 
with, and is much more firmly committed to, private economic activi- 
ties than are most parts of Asia and Africa. 

These cultural, political, and economic differences go a long way 
to account for the distinctive characteristics of Latin American eco- 
nomic problems and policies today. They also help to account for the 
general character of United States-Latin American economic rela- 
tions. 
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It is not always sufficiently recognized in the United States that 
United States-Latin American economic relations have been both long- 
standing and of considerable importance to both sides. Even during 
the colonial period, New England merchants were enjoying a signifi- 
cant share of the import and export trade of the Spanish and Portu- 

ese colonies, a not inconsiderable part of which consisted of slaves. 
Tintil the decline of American commerce during and after the Civil 
War, Brazil and the countries of the Plata River were important to 
the United States both in direct trade and for the cargoes they pro- 
vided for or took from the U.S. carrying trade. With the rapid de- 
velopment of U.S. industry after the Civil War, Latin America was 
one of the first regions to which the United States began to export 
manufactured products and, by the end of the century, U.S. companies 
were competing effectively with British, German, and other European 
producers of industrial goods. Finally, Latin America was one of the 
first areas in which U.S. private capital began to be invested after the 
turn of the century. By World War I, the United States had become 
the largest single market for Latin American exports and the largest 
single source of Latin American imports and investment capital. 

This relationship has become even more pronounced over the inter- 
vening years. During the 1950’s, the United States has purchased 
close to half of Latin America’s exports, supplied well over half of 
Latin America’s imports (including shipments financed by U.S.-aid 
oe and provided more than 80 percent of the foreign capital, 
public and private, invested in Latin America. Conversely, the 
United States has obtained one-third of its imports from Latin Ameri- 
ca, and shipped one-quarter of its exports to Latin America. More 
U.S. private capital is today invested in Latin America than in any 
a penne one-third of total direct U.S. private investment 
abroad. 

The existing great mutual dependence of the United States and 
Latin America looms potentially even larger when it is considered in 
the light of possible future developments in the world political and 
economic system. The disruptions of the cold war and the possibility 
of further advances by international communism in Asia, and perhaps 
even in Africa, make the world political outlook highly precarious. 
Teeming populations, rising economic expectations, and virulent na- 
tionalisms becloud the future of U.S. trade and investment in the raw- 
material producing areas of the Eastern Hemisphere. For their part, 
the Latin American countries are likely to become even more depend- 
ent on U.S. military strength as their ultimate protection against 
overseas aggression than they are today. Within their traditional 
European markets, both the Common Market and the looser arrange- 
ments of the Outer Seven have built-in preferences for African or 
Commonwealth countries as sources of eae raw materials, there- 
by making uncertain the future of Latin America’s export trade out- 
side the Western Hemisphere. To the extent that these potentially 
adverse developments materalize, Latin America and the United States 


will become even more politically and economically dependent upon 
one another than they are now. 
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GENERAL CHARACTERISTICS OF LATIN AMERICAN AND UNITED STATES 
ECONOMIC POLICIES 


Until a few decades ago, the people of Latin America, like the rest 
of mankind, could conceive of no other course than to allow social and 
economic forces to determine their own pace and direction of change. 
As elsewhere in the world, economic growth rates accelerated and de- 
clined in response to changing political conditions, fluctuating market 
demands, and intermittent investment opportunities. But, during 
the interwar years, more and more of the Eatin American countries 
were gripped by the new view of human capabilities that began to 
sweep the planet. This was the conviction that, by conscious decisions 
and actions, the pace and direction of economic evolution could be 
decisively affected. By the end of World War II, there was not a 
Latin American country that had not decided to accelerate its eco- 
nomic aroth in order to provide more adequate living standards for 
its pie. 

oday, the national economic policies of the Latin American coun- 
tries reflect this basic long-range purpose. But, a government’s eco- 
nomic policies are also responsive to shorter term considerations—to 
unforeseen contingencies, to adverse influences generated in the inter- 
national economy beyond its control, and to other factors. In addi- 
tion, national governments are all too frequently unable to resist the 
pressures of special interest groups or to overcome the obstinacy of 
traditional prejudices and ideological dogmas. In practice, therefore. 
Latin American economic policies have served both long-term an 
immediate considerations, which have sometimes negated one another. 

For example, adverse developments in export markets, recurrent 
foreign exchange crises, strong pressures for immediate increases in 
living standards, and reluctance to force changes in uneconomic or 
obsolete types of production have compelled some Latin American 
governments to adopt inflationary monetary and fiscal policies and 
highly restrictive or protectionist practices in their foreign trade 
that have given some short-term relief at considerable cost to the 
achievement of the long-term goal. Short-term efforts to minimize 
the immediate impact of foreign competition and push ahead with 
overly ambitious public investment programs have had mixed effects. 
They have certainly helped to stimulate economic growth by fostering 
the start of new enterprises and by providing some of the basic in- 
frastructure—transportation facilities, energy and power resources, 
health and educational services, ete.—which is a precondition for the 
substantial growth of manufacturing industry and commercial agri- 
culture.’ At the same time, these policies eo rograms have inten- 
sified domestic inflationary pressures; dive resources into uses 
which contribute relatively little, if at all, to economic growth; and 
inhibited the shift of resources from comparatively uneconomic or 
obsolete lines of production to newer activities in which productivity 
would be greater and returns much more rewarding. 

On balance, though Latin American economic growth has been sub- 
stantial since World War II, it would undoubtedly have been both 
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greater and better balanced had the Latin American governments not 
been compelled to meet contingencies beyond their control and had 
they been better able to resist the demands of special interest and of 
political expediency. Such shortcomings are, however, by no means 
unusual ; more often than not national governments have no choice but 
to act in response to short-term considerations and pressures. The 
U.S. Government has been as susceptible to such influences as have 
many others, and its own record of long-range, rational policy and 
program planning is by no means an impressive one. Indeed, what 
is noteworthy about Latin America is that so many of its govern- 
ments have made as much progress as they have in recent years in 
improving their economic policies, considering the greater difficulties 
that must be overcome in countries so much more dependent on for- 
eign trade and with such smaller, if any, margins above bare subsist- 
ence levels of living than the United States. 

U.S. economic policies affecting Latin America have also had 
to serve two general purposes, which could not always be reconciled 
with one another. On the one hand, the United States has been moti- 
vated by such natural and unavoidable considerations of immediate 
self-interest as maximizing the benefits and minimizing the costs of 
its economic relations with Latin America. On the other hand, the 
worldwide responsibilities thrust upon the United States in the post- 
war period have perforce broadened the aims of U.S. foreign policy 
far beyond considerations of immediate and direct self-interest. It 
has been recognized that the security and progress of free nations, 
upon which the safety and welfare of the United States ultimately de- 
pend, are also major long-term objectives of U.S. foreign policy, and 
that shortrun advantages must often be forgone if the longrun goals 
are to be achieved. 

It is in relation te Latin America that the potential contradictions 
in U.S. economic policies have been most conspicuously realized in 
recent years. Latin America had suffered no war devastation, was 
not directly threatened by Communist aggression or subversion, and 
was already receiving a large and increasing volume of U.S. private 
investment. Hence, the U.S. Government did not pay nearly as much 
attention, nor allocate more than comparatively mmor amounts of 
resources, to the achievement of its long-range goals of security and 
progress in the Latin American countries. More urgent problems in 
Europe and Asia have preoccupied U.S. attention and absorbed most 
of the U.S. assistance funds in the postwar period. 

At the same time, the U.S. Government has tended to be somewhat 
less solicitous of the adverse effects of its shorter run and more directly 
self-interested policies and programs in Latin America than has been 
the case elsewhere, particularly in Western Europe. While the com- 
paratively few increases in recent years in U.S. import barriers have 
certainly been detrimental to some, if not all, of the West European 
countries, it is likely that the effects of such actions in Latin America 
have been proportionately more harmful, because of the much smaller 
size and more precarious foreign exchange earnings of the latter. The 
comparative harm has not—and probaly cannot—be measured with 


any degree of accuracy. Whether justified by the facts or not, there 
is a widespread impression in the Latin American countries that they 
have benefited much less from the positive aspects of U.S. foreign 
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licy and suffered somewhat more from its negative aspects than have 
the nations of Western Europe and non-Communist Asia. This at- 
titude has been a significant factor in the Latin American sense of 
neglect and indifference on the part of the United States. 


SPECIFIC ECONOMIC POLICIES AND PROGRAMS 


Detailed descriptions and assessments of the economic policies 
and programs of the Latin American and United States Governments 
affecting economic relations in the Western Hemisphere will be found 
in appendixes I through VIII. Here, an effort is made to discuss the 
significance of the main policies and programs in the broader context 
of United States-Latin American relations generally. 


Latin American commercial and financial policies 


As explained in appendix I, the Latin American countries can be 
divided into three groups on the basis of the degree of severity of 
their import and foreign-exchange controls. In the first group are 
Cuba,’ the Dominican Republic, El Salvador, Guatemala, Haiti, Hon- 
duras, Mexico, Panama, and Venezuela—countries whose currencies 
are readily convertible into dollars at fixed rates of exchange and 
which impose only minor trade restrictions, other than protective 
tariffs. Canton of Costa Rica, Ecuador, Nicaragua, and Peru, the 
second group does not have readily convertible currencies but enforces 
only moderate foreign-exchange controls, owing to its freedom from 
severe balance-of-payments pressures, though it also maintains pro- 
tective tariffs. In the third group are the remaining Latin American 
countries—Argentina, Bolivia, Brazil, Chile, Colombia, Paraguay, 
and Uruguay. In the postwar period, they have suffered severe 
balance-of-payments pressures, which have been met by various types 
of trade and exchange controls, usually of a complex and highly dis- 
criminatory character. However, in the last few years, most of these 
countries have been trying to simplify their complicated foreign ex- 
change control systems and to shift from direct control of imports 
to tariff restrictions. 

It is with the commercial and foreign exchange policies of the third 
group of countries that the U.S, Government has been most concerned 
in recent years. These countries produce roughly two-thirds of Latin 
America’s gross national product and an even higher percentage of its 
industrial output. They have been in the past, and still are, im- 
portant markets for U.S. exports and among the main suppliers of 
certain major U.S. imports, such as coffee, copper, cocoa, etc. In ad- 
dition, they have been large recipients of Export-Import Bank loans 
and other forms of U.S. economic and technical assistance. 

U.S. policy has been concerned not simply with the adverse effects 
on U.S. trade and private investment of the severe trade and foreign- 
exchange restrictions maintained by these countries. More impor- 
tantly, the U.S. Government has recognized that its long-term interests 
lay in fostering the adoption by them of fiscal and monetary policies 
which would enable them to mitigate their domestic inflationary pres- 
sures, abolish their exchange controls, and lessen their import re- 


1 As of the time of writing.—Eiditor’s note. 
48998—60-——_2 
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strictions so as to provide an economic environment conducive to bet- 
ter balanced and steadier economic growth. In pursuit of this broad- 
er objective, the U.S. Government has been willing to provide them 
with substantial financial assistance, and to support their applica- 
tions for financial assistance from the International Monetary Fund 
and other international sources, provided these countries would adopt 
the appropriate fiscal and monetary policies. Loan “packages”— 
consisting of funds from U.S. Government agencies, international 
organizations, and private U.S. commercial banks—have been as- 
sembled for Argentina, Brazil, Chile, and Colombia in the last few 
years. Colombia, Argentina, and Chile have at the same time taken 
steps of varying degrees of severity and effectiveness to cope with their 
domestic financial and monetary problems. In turn, these internal 
measures, supplemented by exchange rate adjustments, have helped to 
ease balance-of-payments pressures and have permitted the introduc- 
tion of less restrictive and fo complicated trade and foreign-exchange 
control systems. 

There can be no question that many Latin American political lead- 
ers and officials have been making sincere and courageous efforts to 
improve the financial situations of their countries. The progress 
made in the face of obstacles and opposition has in some cases been 
outstanding. Nor can there be any question that the substance of 
U.S. policies has been valid from the points of view both of U.S. 
interests and of the Latin American countries themselves. Consider- 
able difficulties have nonetheless been generated in United States-Latin 
American relations. 

The problem on both sides has been less a question of the substance 
of policy than of the attitudes involved and the ways in which policies 
have been promoted. For their part, the Latin American countries 
concerned have been faced with most difficult choices and have had to 
make the most delicate kinds of adjustments. Their task has been essen- 
tially to achieve financial soundness without at the same time suppress- 
ing economic growth and imposing great personal hardships on people 
still at very low levels of living. This is difficult enough to do in the 
United States, with its immense resources and highly developed econ- 
omy, and the U.S. performance in this respect has so far not been a 
particularly impressive one. It is an even more difficult task to recon- 
cile the standards for monetary stability with the requirements for 
economic growth and social welfare in countries with very limited 
internal and external financial resources, with foreign-exchange earn- 
ings dependent upon a few highly vulnerable raw material exports, 
and with little or no domestic capacity to produce for themselves the 
= equipment needed for industrial growth. 

f Latin American officials have not always been as cooperative as 
might be desired with the U.S. Government agencies concerned, U.S. 
officials have not always been as understanding as they might of the 
difficulties confronting Latin American governments or as helpful 
as they could in translating sound economic theories into practicable 
and politically acceptable economic programs. For example, in the 
contretemps with Brazil over that country’s most recent foreign ex- 
change crisis, greater pera and patience on the part of the U.S. 
Government might well have prevented the angry and rather extreme 


reactions of the Brazilian Government. This does not mean that the 
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substance of proper policies has to be sacrificed ; it does mean that every 
effort must be made to understand—from the inside, so to speak—the 
obstacles to the adoption of such policies, to see them in the same 
terms and from the same viewpoint as they appear to the people who 
will have the responsibility and the risk of actually trying to carry 
them out. The spirit in which good advice is offered is as important 
as the soundness of the advice itself. 

Consideration of other Latin American policies affecting economic 
relations with the United States, e.g., policies concerning U.S. private 
investment, has been assigned to other studies in the series. 

U.S. import policy 

Latin American concern with U.S. import policy is focused on a few 
specific commodities; with respect to other products, there are no, or 
only minor, problems, Many of Latin America’s most important raw 
material exports to the United States—notably coffee, cocoa, bananas, 
and iron ore—are on the free list. In the main, Latin American manu- 
facturing industries have not yet developed to the point where they 
are ready to seek overseas markets and would hence be affected by the 
high tariffs which the United States has maintained for many years 
to protect a comparatively small number of high-cost domestic in- 
dustries. As described in appendix II, the problems which the Latin 
American countries face in exporting to the United States relate to 
a small list of raw materials and to certain potential exports of semi- 
processed materials. 

These problems arise mainly from ge restrictions on U.S. imports 
rather than from high tariff rates. In the last few years, lead, zinc, 
petroleum, and, to a lesser extent, copper have been the most trouble- 
some. These are major foreign exchange earners for the Latin Amer- 
ican countries that produce them in significant quantities, especially 
Chile, Mexico, Peru, aud Venezuela. Owing to slackening demand 
and to price declines, the U.S. Government has imposed quantitative 
restrictions on the import of lead, zinc, and petroleum. Quotas are 
allotted to the Latin American countries concerned that are substan- 
tially less than the quantities they previously exported to the United 
States and that, combined with lower world. market prices, have led 
to reduced foreign exchange earnings. In the case of copper, the diffi- 
culty has been the reimposition of an excise tax, owing to congressional 
failure to renew its suspension, which had been in effect since 1947. 

Essentially, the restrictive actions of the U.S, Government have been 
undertaken in response to the pressures of certain domestic producers— 
especially the lead and zinc mine owners and the unaffiliated Mine, Mill, 
& Smelter Workers Union—who were experiencing declining profits 
and growing unemployment in consequence of slackening demand. 
This was owed in the main to reduced consumption during the mild 
U.S. recession of 1957-58 and to diminishing U.S. Government pur- 
chases of the three metals for the strategic stockpile. There had also 
been a considerable expansion of world production of these commodi- 
ties in the immediately preceding years owing to the new investment 
stimulated by previously high prices and, in the case of petroleum, to 
the Suez crisis of 1956. 

There seems little doubt that, over the long term, world demand for 
copper, lead, zinc, and petroleum will increase. However, it is equally 
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likely that from time to time demand will slacken sufficiently to cause 
temporary hardships for the producing countries. The difficulty is 
that it is during such periods that the U.S. Government is under the 
greatest pressure from domestic interests to restrict imports. And it 
is precisely at such times that the Latin American countries have the 
greatest need to maintain their foreign exchange earnings but are 
confronted with increased obstacles to their exports. 

If the U.S. Government could follow no other course of action than 
the one it has been taking, this situation would cause much less bitter- 
ness in United States-Latin American relations. But this is not the 
case. There are, and always have been, other courses of action open 
to the U.S. Government which would have imposed considerably less, 
if indeed any, hardship on the Latin American countries concerned. 
For example, there is the possibility of encouraging the closing of 
more of the high-cost marginal U.S. mines of copper, lead, and zinc, 
and perhaps of providing owners and workers with readjustment 
assistance of various kinds to ease the transition to other lines of pro- 
duction. If there is validity to the argument that U.S. national secu- 
rity requires even high-cost producers of these metals to be kept in 
operation, then some form of subsidy might be considered. Or, the 
stockpiles could be increased by an amount equal to, or somewhat 
greater than, the tonnages likely to be lost during the period needed to 
reopen closed-down mines, recruit new workers, and repair or replace 
mining equipment in the event of a national emergency. Several pos- 
sibilities also exist for handling the petroleum problem differently, 
especially through various conservation measures. International com- 
modity stabilization arrangements provide another possibility, but 
consideration of them has been assigned to another study in this 
series. 

Because there are alternative courses of action open to it, the U.S. 
Government has the possibility of harmonizing conflicting objectives. 
On the one hand, the long-term interest of the United States is not 
advanced by policies harmful to the economies of its southern neigh- 
bors, whose security and well-being are vital to its own. On the other 
hand, it has the responsibility for directly protecting the national secu- 
rity and it should have the moral obligation and the political realism 
to provide relief to citizens in distress. It would be neither prudent 
nor realistic to expect that either objective could be sacrificed com- 
pletely to the other. So long as there are ways to harmonize these 
objectives without excessive cost, every effort should be made to do so. 
It will be accomplished, however, only when the U.S. Government is 
willing to prepare and implement a long-range policy for dealing with 
the problem. | 

While lead, zinc, and petroleum are at present the main problems, 
there are a number of other commodities important to Latin America 
that are affected by U.S. import restrictions. Virtually all are agricul- 
tural products. Some, particularly long-staple cotton and peanuts, 
were exported by Latin American countries to the United States 
in significant quantities until the imposition of quota restrictions. 
Others have been barred by prohibitions under existing agricultural 
price-support legislation. In all of these cases, the problem is essen- 
tially caused by burdensome or anticipated surpluses in the United 
States. As such, its solution lies mainly in the field of domestic agri- 
cultural policy rather than of import policy per se. 
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However, there is one agricultural commodity in a different cate- 
gory. This is sugar, which is both produced domestically and_im- 
orted in substantial quantities. Under existing legislation, U.S. 
domestio sugar producers and the Philippines are allocated fixed shares 
of annual U.S. consumption requirements. The remaining U.S. re- 
quirements are allocated among foreign suppliers in the form of 
quotas, which are calculated in accordance with a base period that has 
long ceased to reflect the relative importance of these producing coun- 
tries in the world sugar market. ‘The dissatisfaction here is not so 
much with the size of the quota reserved for domestic sugar growers 
but rather with the inequities in the distribution of the import quotas 
among foreign countries. Not only does the base period give inade- 
uate weight to countries which have become significant sugar pro- 
ucers only recently, but it is generally felt that Cuba is allocated a 
wholly disproportionate share of U.S. import requirements. 

It would be a simple matter to devise a formula for allocating 
import quotas in accordance with the comparative positions of foreign 
suppliers as exporters in the world market, averaged over a more 
recent base period, or with the relative size of their exportable sur- 
pluses over the period. The difficulty is not simply that U.S. private 
corporations have so heavy a stake in Cuban sugar, but, more impor- 
tantly, that the Cuban economy is so excessively dependent on sugar. 
Again, a long-term plan is needed to cope with this problem, and 
the longer the delay in devising one the more intractable the difficulty 
will become. Probably the most effective method of correcting the 
inequities in the existing quota system would be to allocate larger 
percentage shares of future increases in U.S. sugar import require- 
ments to the other sugar-exporting countries and a smaller percentage 
share of the future increase to Cuba. If the change in percentage 
shares were phased over a period of years, Cuba would suffer little or 
no harm, as the secular growth in U.S. consumption would permit a 
continuing, though smaller, increase in the Tiina quantities of 
Cuban sugar purchased by the United States. 

It is not within the scope of this report to discuss U.S. import 
policy as a whole. Suffice it to say that the United States has gone 
a very long way during the past 25 years in reducing its tariffs and 
resisting more recent pressures for upward revisions. Though a 
number of restrictive actions have been taken in the last few years— 
including those affecting the Latin American countries discussed 
above—U.S. import policy has not been overwhelmed by a new wave 
of protectionism, as the alarmists have alleged. Both generally and 
specifically with regard to its problems with Latin America, the chief 
defect of US. import policy has been its inertia: its lack of creative 
imagination and of long-range policy and program planning. With 
ingenuity and foresight, and with a little more political courage, it 
is possible to harmonize more effectively the needs of national securit 
and the legitimate interests of domestic producers with the well- 
being of allies and friends abroad, especially those in the Western 
Hemisphere. 


U.S. surplus agricultural policy 


In considering the effects of U.S. surplus agricultural programs 
on Latin America it should be kept in mind that these programs exist 
for reasons primarily of domestic policy rather than of foreign policy. 
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The disposal abroad in various ways of U.S. agricultural surpluses 
is a consequence of the operation of the domestic price-support and 
related programs. In their present form these domestic programs 
are the results of 35 years of effort by the U.S. Government to coun- 
teract, through a succession of different expedients, the persistent 
imbalance between the production of certain important U.S. crops and 
the effective demand for them at home and abroad. 

Since World War II, neither domestic nor international commercial 
demands have been able to keep up with the extraordinary growth 
of productivity in U.S. agriculture, particularly with respect to bread 
grains and feeds. This does not mean that no needs exist for the 
accumulated surpluses of these products, especially the foodstuffs. 
Quite the contrary. A large portion of mankind, particularly in the 
underdeveloped areas of the world, has serious nutritional deficiencies, 
which could in part be overcome by U.S. agricultural surpluses. The 
difficulty has been that both consumers’ incomes and foreign exchange 
resources have been insufficient in such food-deficit countries to enable 
them to purchase through normal commercial channels the exportable 
food surpluses of Western Hemisphere agriculture. If the internal 
purchasing power and the foreign exchange availabilities of these 
food-deficit countries were adequate, there would be no need for most 
of the U.S. Government’s present agricultural programs at home and 
abroad, although national and international measures to stabilize 
agricultural prices might still be desirable to minimize excessive 
fluctuations. 

Public Law 480 and related portions of other legislation are an 
attempt to harmonize the exigencies of domestic agricultural policy 
with the broader and longer range objectives of U.S. foreign economic 
policy. Pursuant to this legislation, the U.S. Government has been 
shipping abroad large quantities of grains and feeds, cotton, livestock 
products, and other agricultural surpluses on immediate or deferred 
terms of payment in currencies which the U.S. Government agrees 
not to convert into dollars. Upon payment, such currencies are used, 
by mutual agreement, for development purposes and for certain speci- 
fied expenditures of the U.S. Government in the countries concerned. 
In addition, some surplus agricultural commodities have been pro- 
vided on a grant basis to meet emergency situations and for private 
charitable activities. It is intended that these operations be conducted 
in a manner which does not adversely affect the normal international 
trade in these commodities. 

Therein lies the problem not only as far as United States-Latin 
American relations are concerned, but also with respect to other 
friendly countries elsewhere in the world. Many of them have been 
producing and exporting the same commodities as the U.S. Govern- 
ment nen batn shipping abroad under its surplus program. Some of 
the traditional or recently developed markets of these countries have 
shrunk in consequence of U.S. surplus disposal operations, The in- 
stances affecting Latin America are described in appendix III. 

This appendix also makes clear that, as recipients of U.S. agricul- 
tural surplus commodities, the Latin American countries have bene- 
fited substantially through increased food consumption and larger 
supplies of agricultural raw materials for industrial purposes. It is 
as producers and exporters of these commodities that some Latin 
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American countries claim to have been harmed. Nor is there any way 
of maximizing these benefits while completely eliminating the adverse 
effects. The larger the quantities of US. surplus commodities shipped 
abroad, the greater the likelihood that they will displace or preclude 
some commercial sales by other producing countries. The dilemma 
can only be resolved by removing its cause. This is neither an eco- 
nomic nor a political possibility, since it involves changing not only 
the structure of American agriculture but the nature of the contem- 
porary international economy as well. 

However, while the adverse effects of U.S. surplus disposal pro- 
grams cannot be eradicated, they can be minimized in various ways. 
The benefits both to the United States and to the countries receiving 
U.S. surplus commodities are so substantial as to make it worthwhile 
to continue the program. But the manner of its administration could 
be improved. Greater efforts could be made to conduct sales at times 
and in places which are less detrimental to ordinary commercial activi- 
ties. However, this can be done only if the U.S. Coveeniniiit bases its 
operations on adequate long-range program planning, and if it con- 
sults with, and keeps fully informed, the governments of the countries 
likely to be affected by its activities well in advance of their occurrence. 

A related problem concerns the already sizable amounts of local 
currencies accumulated as a result of sales and loan repayments under 
Public Law 480 and other programs generating such counterpart 
funds. As of the beginning of this year, these totaled over $200 mil- 
lion in the Latin American countries, and will increase substantially 
in the future in consequence of commitments already, or likely to be, 
made. The local currency funds are in the main supposed to be lent 
back to the countries concerned for economic development purposes, 
except for certain specified sums which can be used for U.S. Govern- 
ment expenditures of various kinds. 

In the short run, the problem is to use efficiently and for the benefit 
of the Latin American countries the funds now accumulating. Since 
they represent purchasing power that is not matched by a correspond- 
ing input of potential supplies into these economies, their expenditure 
could have serious inflationary consequences unless handled carefully 
and timed correctly. Over the longer term, this danger will be greatly 
magnified as the size of the funds increase substantially. Again, long- 
range plarining and a little creative imagination are needed on the 
part of the U.S. Government if the present situation—and the much 

reater and more serious future problem—are to be dealt with ef- 
Fectively. | 
U.S. foreign economic aid 

From the beginning of 1946 until the end of 1958, U.S. Government 
loans and grants to the countries of Latin America have totaled more 
than $2.2 billion (actual disbursements), excluding aid provided for 
military and defense arpa Loans constitute close to 80 percent 
of the total, virtually all from the Export-Import Bank. ing 
1959, the newly established Development Fund became operative 
and lent some $65 million to Latin America. Most of the grants 
have been extended by the International Cooperation Administration 
(or its predecessor agencies), primarily for technical assistance activi- 
ties of various kinds. In addition, Latin American countries have 
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received close to $200 million of miscellaneous loans and grants in the 
postwar period from other U.S. Government agencies for such pur- 
poses as the purchase of U.S. war-surplus materiel, eradication of 
hoof-and-mouth disease, construction of the Inter-American Highway, 
the atoms-for-peace program, etc. 

Brazil has been the largest Latin American recipient of U.S. aid 
funds, having obtained nearly one-third of all U.S. loans and grants 
to Latin American countries—a total of over $725 million. Mexico 
was second with over $400 million, or about 1814 percent of the Latin 
American total. Other large recipients have been Chile, Colombia, 
Argentina, Peru, and Bolivia in that order. 

Export-Import Bank loans have been extended to Latin American 
countries for a wide variety of purposes in the past two decades, rang- 
ing from the financing of power projects, industrial plants, highways, 
and railroad improvements to the financing of private foreign trade 
activities and of arrears of external commercial debts. Technical 
assistance funds have also been spread over a broad area, with 27 per- 
cent allocated to projects in agriculture and other natural resource 
development, 18 percent in transportation, 15 percent in health and 
sanitation, 10 percent in education, and the remainder distributed 
among projects in industry, pale administration, community devel- 
opment, housing, and other fields. A statistical review of U.S. non- 
military aid programs in Latin America is presented in appendix V. 

Though the subjects of Latin America’s need for impo develop- 
mental capital and the operation of the existing international lending 
institutions have been assigned to other studies in this series, the ade- 
quacy of U.S. nonmilitary aid programs cannot be assessed independ- 
ently of them. This is particularly true in view of the proposed 
oy of the U.S. Development Loan Fund to cease making loans to 

atin American countries, except in special situations, as soon as the 
new Inter-American Development Bank becomes operative. 

Latin America needs imported developmental capital from the 
United States and international sources for three main categories of 
purposes. The first need is for such one NEADS projects as hydro- 
electric installations, thermal powerplants, railroad and port facilities, 
telecommunications systems, etc., which provide part of the basic 
infrastructure necessary for economic growth. Funds for these pur- 
poses have been obtained from the International Bank for Reconstruc- 
tion and Development (IBRD), the Export-Import Bank, and some- 
times from private lending institutions in the United States. The 
second type of need for imported development capital is to realize 
the many opportunities for private investment for which Latin Amer- 
icans lack the required financial resources, managerial experience, 
technological processes, or technical skills. Latin America has had 
greater success than any other underdeveloped region in attracting 
U.S. private capital to fill this second type of requirement. 

It is with respect to the third category of needs for imported capital 
that the main problem exists. In each Latin American country, 
there is a varying requirement for additional investment capital for 
necessary projects that do not fall in either the first or the second of 
the foregoing categories—that is, they cannot meet the sound lending 
criteria of the former nor are they likely to attract the private foreign 
investment that takes place under the latter. The largest portion 
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of this third category is for social capital investments—roads, bridges, 
schools, health facilities, municipal water and sewage installations, 
irrigation and rural resettlement and improvement programs, urban 
housing projects, ete—which are also parts of the basic infrastructure 
essential for economic growth but are not self-liquidating in any 
banking sense of the term. Investment funds are also needed in some 
Latin American countries—Brazil is the leading example—to ac- 
celerate the development of domestic food production and to diversify 
agricultural exports inordinately dependent on coffee, with conse- 
quent benefits both to internal levels of living and to external balances 
of payments. Another important need throughout Latin America for 
imported capital in this third category is to help provide financial 
and technical assistance to small entrepreneurs in industry, agricul- 
ture, distribution, and transportation. There are other worthwhile 
purposes of various kinds in all of the Latin American countries 
which cannot qualify for loans from the international lending insti- 
tutions and do not attract private foreign investors. 

When first suggested, the proposed new International Development 
Association (IDA) was supposed to operate in the area of this mis- 
cellaneous third category of development requirements. However, 
the projected resources of IDA will be too small, in view of its 
worldwide responsibilities, to fill much of the need in Latin America. 
More important, the preview of its lending policies outlined at the 
recent annual meeting of the IBRD and IMF suggests that IDA will 
in the main operate as a supplement to the IBRD im the first category 
rather than in the third category, where the greatest need for addi- 
tional imported capital facilities now exists. How much will be 
supplied by the new Inter-American Development Bank also remains 
to be seen. The amount which it can provide annually is limited and 
in part will only be replacing the financing that will cease to be avail- 
able from the U.S. Development Loan Fund once the Bank becomes 
operative. Moreover, the lending policies of the Inter-American De- 
velopment. Bank are as yet by no means clear and could in practice 
turn out to be similar to those of the IBRD. 

Thus, there appears to be a major capital import requirement in 
Latin America which is not now being met by existing agencies, inter- 
national and U.S. Government, or by private foreign investors. Nor 
is it likely to be adequately filled in the future by the two new inter- 
national eating institutions that will become operative in the next 
few years. However, it must also be pointed out that the magnitude 
of the need is not really known. There has as yet been no detailed 
or reliable estimate of the specific amounts and uses of imported 
capital required in the third category to supplement the resources of 
the Latin American countries available for such purposes. To ob- 
tain the necessary cooperation and information from Latin Ameri- 
can governments, such a study would have to be conducted by an 
international institution. But, the study would be neither realistic 
nor worthwhile if the agency undertaking it were compelled to accept 
without critical review and substantial revision the national estimates 
of needs and indigenous resources. Hence the kind of detailed and 
objective survey required can only be made by an organization that 
enjoys the independence, and the reputation for sound scholarship, 
of the IBRD. Perhaps the staff of the Inter-American Development 
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Bank will be able to achieve the same standards and undertake the 
necessary studies in Latin America. 

As the figures at the beginning of this section indicate, the leading 
characteristic of U.S. aid policy in Latin America has been the heavy 
preponderance of loans. This reflects the U.S. Government’s convic- 
tion that Latin American economic growth was already sufficient— 
or would certainly be in the future—to enable these countries to repay 
long-term intergovernmental loans and to attract enough private for- 
eign investment to cover the balance of their capital import needs. 
Except for emergencies, and for aid to a few countries struggling 
with special problems (e.g., Guatemala, Bolivia, and Haiti), grant 
funds have been used only to finance technical assistance projects and 
activities. 

The reasons for this policy appear to be valid. The Latin Ameri- 
can countries have not been faced with the kinds of problems that 
have justified large-scale grants elsewhere in the world—the strain 
of repairing war damage and financing economic reconstruction, as 
in Western Europe; or the burdens of resisting Communist aggres- 
sion and subversion while trying to build viable, much less expand- 
ing, economies, as in parts of Asia. Experience has shown that the 
extensive use of grants has deleterious effects in the long run on both 
the donor and the recipient, and that the use of loans is usually prefer- 
able politically and psychologically, however uneconomic some of 
them may be by sound financial standards. 

It is not so much the preponderance of loans in U.S. nonmilitary 
aid to Latin America that has created problems during the past dec- 
ade as it is some of the consequent or accompanying attitudes and 
methods. 

There is a natural tendency for loan applications to be submitted 
and processed on a project basis. The same procedure is also gen- 
erally used with respect to the provision of technical assistance. Un. 
der this method, aid applications are justified by the recipient coun- 
tries and are evaluated by the U.S. Government agencies providing 
aid in terms of the specific projects to be financed. There may also 
be a broad review of the applicant country’s leading economic prob- 
lems, but it usually serves only as a general introduction and not 
as a conceptual framework to which each project is related and in 
terms of which its economic usefulness, financial feasibility, and order 
of priority are determined. As a result, the U.S. agencies responsi- 
ble for the administration of aid generally do not have any reasonably 
detailed picture of the needs and potentialities of Latin American 
recipient countries and of the specific goals which U.S. aid is sup- 
posed to be achieving. 

The remedy for this deficiency is use of what is called the country- 
program approach. The methodology of the country-program ap- 
proach was anticipated by the Export-Import Bank during the early 
1940’s and was fully developed aarti the Marshall plan for the 


West European recipient countries under the stimulus of the fact that 
aid was usually given in the form of grants and programed on the 
basis of the aggregate resources required for reconstruction and eco- 
nomic recovery. With the cessation of economic aid to most of the 
West European countries in the early 1950’s, use of the country- 
program approach rapidly declined. Today, it is practiced only 





wwe 


ew ' ‘ Ww cr 


Pec = 


| -_— ™ § Om OorTiw ve Ct 


GCeeuwgmnm t 


ie 


UNITED STATES AND LATIN AMERICAN POLICIES 19 


exceptionally in the U.S. Government by a few country desks in the 
International Cooperation Administration, none of them concerned 
with Latin America. 

A significant improvement could be made in the effectiveness of 
U.S. aid by applying the country-program approach to the Latin 
American countries. In essence, this method involves the preparation 
in as much detail as possible both of national economic accounts and 
of national economic projections for each country, including detailed 
analyses of the ae economic sectors and projections of their 
potential growth in the future on the basis of various assumptions with 
respect to probable foreign trade, international and U.S. Government 
financing, private foreign investment, and other variables outside the 
national economy. Application of the country-program approach 
would enable the U.S. Government agencies providing aid to know 
the general and the specific goals for economic growth of each recipi- 
ent country and to gear both capital investment project funds and 
technical assistance activities to the accomplishment of these objectives. 

Though the current problem is inadequate use of the country-pro- 
gram approach, it is important to recognize that this method, too, has 
its abuses. It is capable of providing a rational framework for pro- 
graming and an effective guide for policymaking. But, it should not 
be used as an authoritative and rigid blueprint into which programs 
and policies must be fitted at all costs. Planning which is inflexible, 
which is not continuously responsive to changing human needs and 
unanticipated developments, and which is allowed to claim an ac- 
curacy and exactitude it can never in reality possess, is as detrimental 
as no planning at all. 

There would be a definite improvement in the effectiveness of U.S. 
aid in Latin America if the U.S. Government were to utilize the 
country-program approach for its own Bene and program 
preparation. An even greater contribution would made to the 
improvement of United States-Latin American relations if the coun- 
try-program approach were to be instituted on a bilateral, and even 
a ratitalsterst: asis—that is, if country analyses and Sees 
were to be prepared jointly by U.S. Government personnel and those 
of the countries concerned, or through the economic machinery of the 
Organization of American States or the new Inter-American De- 
velopment Bank. Hitherto, the U.S. Government has taken a nega- 
tive attitude toward engaging with the Latin American countries 
in the same kind of joint and multilateral programing activities that 
were so largely responsible for the success of the Marshall plan. 
The U.S. Government has argued that if it were to engage in joint 
or multilateral country-program planning in Latin America, the 
governments of the region would interpret it as a commitment on the 
part of the U.S. Government to provide all or a large part of the ex- 
ternal resources needed to achieve the projected economic develop- 
ment fone. True, there were incidents during the early 1950’s which 
provided some grounds for this fear. But, these incidents are well 
in the past; the Latin American governments by now have a fairly 
clear idea of the limits of the aid which they can reasonably expect 
the United States to provide in the coming years; and the manner in 
which U.S. officials involved conduct themselves can do much to dis- 
pel any remaining illusions in Latin America about the future. The 
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gains from U.S. participation in joint and multilateral country-pro- 
gram planning are so great as to outweigh whatever risk of misinter- 
pretation may still be involved. 

The reluctance of the U.S. Government to engage in joint and mul- 
tilateral country-program planning is only one example of a more 
general negativism and suspiciousness that have permeated U.S. aid 
relationships with Latin America throughout the postwar period. 
In consequence, U.S. aid has certainly been too little, but, more im- 
portant, it has generally been too late. That is, the initial reaction 
to Latin American proposals for U.S. participation in various de- 
velopment programs and institutions has been a negative one; later, 
after experiencing the extent of the resulting Latin American disap- 
pointment and sometimes resentment, the U.S. Government has grudg- 
ingly agreed to participate. But by then, whatever potential bene- 
fits to hemisphere relations could have been achieved were lost. A 
case in point is the new Inter-American Development Bank. Pro- 
posed some years ago by the Latin Americans, their suggestion was 
met by the U.S. Government’s insistence that existing United States 
and international lending institutions (e.g., the Export-Import Bank 
and the IBRD) were adequate to meet Latin America’s need for de- 
velopment capital. When the U.S. Government finally agreed to 

articipate in the new institution and to provide a large portion of 
its capital, this tardy action has not had nearly the impact on Latin 
American attitudes that it substantively merits. 

Thus, what are mainly needed to improve U.S. aid policies in Latin 
America are a new spirit and a new methodology. Whether they can 
be achieved under the existing dispersion of U.S. aid responsibilities 
among three or four separate agencies is, however, doubtful, and will 
be discussed in the appropriate section below. 


US. policies affecting private investment in Latin America 

In the postwar period, Latin America has been one of the favorite 
areas for U.S. private investment. By and large, the Latin 
American countries have encouraged or permitted U.S. private in- 
vestors to enter their countries and to engage with Fesadnahle freedom 
in a wide variety of useful economic activities. For its part, the U.S. 
Government has endeavored to encourage U.S. private investment not 
only in Latin America but in other non-Communist countries as well. 

The subject of Latin American policies and practices affecting U.S. 
private investment has been assigned to another study in this series. 
As for the U.S. Government’s policies and programs, they have re- 
ceived increasing attention in recent years from executive branch com- 
missions and departments, legislative committees, and numerous pri- 
vate groups and research institutions. In consequence, there is today 
in the United States much better understanding of the importance of 
private overseas investment, of the kinds of economic activities to 
which it is likely to be attracted, and of changes in U.S. policies and 
methods which might provide additional encouragement for it. 

There is no need here to repeat the many penetrating analyses and 
excellent suggestions contained in the recent governmental and pri- 
vate studies of the problems and prospects of U.S. private invest- 
ment abroad. Detailed comments on two U.S. policies (tax policy and 
antitrust policy) and on one U.S. program (the investment guarantee 
program) affecting U.S. private investment in Latin America can be 
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found in appendixes VI, VII, and VIII, respectively. While tax in- 
centives and investment guarantees have rarely, if ever, been the deci- 
sive factors in investment decisions, they have nevertheles helped to 
stimulate U.S. private investment in Latin America when other, more 
important, considerations have also been favorable. In consequence, 
it would be worthwhile to continue the investment guarantee program 
and to ey the effectivenes of tax incentives along the lines sug- 
gested in the recent State Department report on “Expanding Private 
Investment for Free World Economic Growth.” 

As to US. antitrust policy, its effects on U.S. private investment in 
Latin America are not easy toevaluate. Undoubtedly, the relationshi 
of a proposed investment in Latin America to the antitrust laws aa 
policies of the U.S. Government is a factor carefully considered by 
management and its legal counsel in planning the organization and op- 
eration of new ventures. But, that it has actually deterred any signifi- 
cant volume of worthwhile investment from being made cannot be 

roved by the data now available. What does appear to be needed, 

owever, is much earlier and more effective coordination between the 
Departments of State and Justice with respect to prospective antitrust 
actions against U.S. companies important in Latin America. Before 
such antitrust prosecutions are started, much greater weight should be 
given to considerations of U.S. foreign policy and to the desirability of 
not damaging unnecessarily the reputations of responsible U.S. busi- 
ness firms in Latin America. 
Coordination of U.S. policies and programs 

Whether the new attitude and spirit urged in the preceding sections 
can be achieved depends not only upon the willingness of the U.S. Gov- 
ernment but also upon its capacity todo so, In part, the latter condi- 
tion is determined by the organization and interrelationships of the 
agencies concerned. 

Perhaps the most serious impediment is the fact that, since the end 
of the Marshall plan, responsibility for U.S. nonmilitary assistance to 
other countries has been more and more dispersed among separate 
agencies. Today, several agencies, either independent of or largely 
autonomous within the State Department, divide the responsibility for 
various parts of the total foreign aid activity. While mechanisms exist 
for interdepartmental program coordination, they have not been, nor 
are likely to be, very effective either in generating or in transmitting 
new and more positive attitudes toward Latin America. The process 
of interagency clearance and peceam coordination is by its nature 
both time consuming and weighted heavily in favor of overly cautious 
and minimal actions. There is no place in this process for construc- 
tive enthusiasm and a sense of movement and achievement. The time 
has probably come for uniting once again into a single agency as many 
as possible of the currently separated parts of the U.S. foreign aid 

rogram. 
7 It would also be desirable to give early and serious consideration to 
possible improvements in the interdepartmental mechanisms for 
foreign economic policy clearance and coordination, particularly at the 
top level. The existing device for interagency Rouey coordination is 
the National Adviso y Cdenell on International Monetary and Finan- 
cial Problems mar . Authorized in July 1945 by the act which rati- 
fied U.S. membership in the IBRD and IMF, the NAC has been 
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chaired by the Secretary of the Treasury and staffed by Treasury De- 
partment personnel. This arrangement reflected the fact that in the 
spring of 1945, when the legislation was under consideration in the 

ngress, it was impossible to foresee the future responsibilities of 
U.S. foreign policy and the crucial role that. would be played by the 
U.S. Government’s foreign economic activities. 

Bypassed entirely or regarded as only advisory during the late 
1940’s and early 1950’s, the NAC has in recent years acquired the 
determining voice not only in the formulation of policies directly 
involving foreign lending but also by extension in the interagency 
clearance of other types of foreign economic policies and programs. 
As such, it appears to be responsible for much of the negativism and 
dilatoriness that have characterized U.S. policies affecting Latin 
America. Considerations of domestic financial feasibility must natu- 
rally be taken into account in the making of foreign economic policy. 
But, that the Treasury Department should continue to have the dom- 
inant role in the process of. interagency coordination and clearance of 
foreign economic policy appears to hamper rather than foster accom- 
plishment of the goals of US. foreign policy in the era of cold war 
and accelerated economic development all over the world. Hence, 
early study should be given to ways in which the mechanisms of in- 
teragency clearance and coordination could be changed to make ade- 
quate provision for the paramount role of the Department of State in 
all aspects of nonmilitary foreign policy. 


U.S. POLICIES REGARDING WESTERN HEMISPHERE COOPERATION AND 
INTEGRATION 


The United States deals with the countries of Latin America not 
only individually but also collectively as a regional group and as a 
part of the Western Hemisphere. Such collective relationships gener- 
ally take place through the medium of intergovernmental organiza- 
tions, some limited to the American States, and others worldwide in 
scope. These international organizations are all forms of interna- 
tional cooperation. In addition during the postwar period, there has 
been created in Western Europe a new type of international institution 
for the purposes of economic, and sometimes political, integration— 
that is, for exercising in common certain apecihed and defined powers 
of national sovereignty, particularly over economic affairs. Recently, 
there have been proposals for establishing similar institutions for 
economic integration among various groups of Latin American 
countries. 

The United States has a key role in both kinds of ee 
in the cooperative type, such as the regional and specialized agencies 
of the United Nations, and the Organization of American States; and 
in the proposed Latin American institutions for economic integration. 
Without active U.S. participation and substantial U.S. financial sup- 
port, neither existing nor proposed international institutions, par- 
ticularly those active in. the Western Hemisphere, could function 


effectively. Hence, U.S, policies with respect to existing and proposed 
international organizations have a significant impact on United States- 
Latin American economic relations. 
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Economic cooperation in existing international organizations 

There are two separate groups of organizations of particular im- 
portance for United States-Latin American relations. The first is 
the set of institutions subordinate to or affiliated with the United 
Nations, particularly the Economic and Social Council (ECOSOC), 
the Economic Commission for Latin America (ECLA), and the 
worldwide specialized agencies, such as the Food and Agriculture 
Organization ee the International Labor Organization (ILO), 
et cetera. A detailed discussion of U.S. economic policies in these 
international organizations affecting relations with Latin America 
will be found in appendix IX. The second group consists of the 
Organization of American States and its subordinate bodies, which 
have been assigned to another study in this series. 

In the wordd wits ncies devoted to functional problems—the im- 
provement of agviounend: health, education, labor conditions and 
standards, exchange of scientific and technical information, et cetera— 
U.S. policies have on the whole been constructive and have not gener- 
ated issues of any major importance with the countries of Latin 
America. Such problems as have existed are largely confined to 
ECLA, to the corresponding economic committees and conferences of 
the OAS and, to a lesser extent, to ECOSOC. In the main, the con- 
troversial issues have been those already discussed in the foregoing 
sections on specific economic policies and programs. The differing 
views of Latin American nations and of the United States on such 
problems as accelerating economic development, stabilizing interna- 
tional commodity trade, U.S. import restrictions, and surplus agri- 
cultural disposal programs, et cetera, have provided the substance of 
most of the disagreements in these international agencies. Some com- 
ments may, however, be made about U.S. Government attitudes toward 
the organizations as such. 

ECLA has had the benefit of a prominent and able Latin American 
economist as its executive secretary and of an energetic secretariat 
devoted to the institution and its purposes. Most Latin American 
governments participate actively in the work of ECLA and usually 
appoint leading public officials and economists to serve on their delega- 
tions at ECLA meetings or on the latter’s secretariat. The Latin 
Americans take ECLA very seriously not only because it is their re- 
gional commission but also because it is a part of the United Nations 
structure in which the underdeveloped nations as a group are numer- 
ically predominant. 

In contrast, the United States has not been able to devote nearly as 
much attention to ECLA as do the Latin American countries. The 
U.S. Government actively participates in many other international 
organizations and institutions, worldwide and regional in which it 
must play a much more active role than do the Latin American coun- 
tries owing to its resources and its responsibilities. From the U.S. 
point of view, ECLA has been only one among many, and by no means 
one of the most important. 

There have been several consequences of this disparity in degree of 
interest and of participation in ECLA. The Latin American coun- 
tries, and to some extent also the ECLA secretariat, have tended to 
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believe that the United States has been insufficiently concerned with 
the affairs of the organization, and have interpreted this feeling as 
indicating their comparative unimportance to the United States. For 
its part, Washington has regarded aspects of ECLA’s work with con- 
siderable suspicion. U.S. policy has tended to make the U.S. dele- 
gations at ECLA meetings rather aloof and cautious in their day-to- 
day working relations both with the other delegations and with the 
ECLA secretariat. The published reports and internal working pa- 
pers prepared by the secretariat are believed to give insufficient weight 
to the economic philosophies and capabilities of the industrialized 
member countries, especially the United States. 

Much could be done toward improving these unsatisfactory attitudes 
on both sides by more active and constructive participation by the 
U.S. Government in the work of ECLA. However, a similar attitude 
would also have to be adopted toward the OAS and its economic activi- 
ties if the desired effect in Latin America is to be achieved. 


Economic integration in Latin America 


While plans for economic integration in Latin America have been 
Eee from time to time, it is only recently that serious efforts have 

gun to be made to realize three of them. 

The first and most advanced is an arrangement for Central American 
integration embracing Costa Rica, El] Salvador, Guatemala, Honduras, 
and Nicaragua. Twin treaties provide, respectively, for initial re- 
moval of many tariffs, quotas, and other restrictions on mutual trade 
and for gradual elimination of the remainder over a 10-year period; 
and for a common market for the products of new industrial plants to 
be established by specific agreement in one or another of the member 
countries. To date, Guatemala, Nicaragua, and El Salvador have 
ratified these treaties. This Central American arrangement has sub- 
stantial economic merit, as pointed out in appendix IV, and should be 
warmly and constructively supported by the United States. 

The second arrangement envisages a free trade area covering within 
10 years at least 80 percent of the mutual trade among Argentina, 
Bolivia, Brazil, Chile, Paraguay, Peru, and Uruguay. This southern 
zone free trade area proposal has been encountering considerable oppo- 
sition from local interests which feel that they will be adversely affected 
by the removal of national protective barriers. Although a treaty has 
been drafted for establishing this free trade area, final consideration of 
it by the official representatives of the countries concerned has been 
postponed until December 1959, or possibly even later. 

The third proposal is for a Latin American regional market cover- 
ing all 20 countries. The ECLA secretariat has been preparing the 
draft of a treaty for this market arrangement, and it will be submit- 
ted to the Latin American governments at some time in the future. 

The U.S. Government was initially cool to proposals for economic 
integration in Latin America, but it has been taking a more positive 
attitude in the last few years. The U.S. Government is now formally 
committed to the support of the Central American common market, 
and it has indicated its interest in the two other economic integration 
proposals. However, U.S. support has been qualified by the condi- 
tion that economic integration arrangements must conform to certain 
standards with respect to internal liberalization of trade and pay- 
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ments and to the degree of common discrimination in the group’s 
trade with nonmember countries. These standards, described in de- 
tail in appendix IV, are designed not only to protect the direct inter- 
ests of the United States but also to insure that the member countries 
themselves will benefit from the common market or free trade area 
arrangements in which they participate. 

There can be no quarrel with the substance of these standards, 
though they do tend to reflect a counsel of perfection about commer- 
cial and monetary policies which the U.S. Government has itself not 
been able to follow in its own foreign trade. In view of the pressures 
in Latin America for protectionism and inflation, it is probably good 
tactics to lean a little too far toward the other extreme. However, 
tactics must not become ends in themselves and thereby prevent 
achievement of the strategic goals which they are supposed to serve. 
In actual practice, U.S. negotiators have been taking too rigid and 
uncompromising an attitude in insisting on these safeguards. It 
should be possible to maintain principles without at the same time 
dampening enthusiasm and unduly delaying the accomplishment of 
worthwhile objectives. 

Admittedly, the strictly economic justification for common market 
or free trade area arrangements other than the Central American 
union is by no means as convincing for Latin America as it was in the 
case of Western Europe. However, it is unlikely that even West 
European integration would have been achieved had the only reason 
for it been its economic validity. Both in Western Europe and in 
Latin America, there are strong political, psychological, and defense 
reasons for encouraging greater unification. ‘These can best be dis- 
cussed in the context of the future problems and prospects of the 
Western Hemisphere as a whole. 


Western Hemisphere integration 


The possibility and desirability of economic integration covering 
the Western Hemisphere as a whole is a subject that is only beginning 
to receive attention in the United States and, to a lesser extent, in 
Latin America. Those who favor the idea envisage a long period of 
transition during which trade and payments barriers would gradually 
be lowered, beginning with noncompetitive raw materials and only 
later extending to more and more competitive semiprocessed and man- 
ufactured commodities. Admittedly, there are great difficulties to be 
overcome in reducing trade and payments barriers within the Western 
Hemisphere as a whole. However, the proponents of the idea believe 
that, over the long term, the political, psychological, defense and eco- 
nomic benefits would far outweigh the efforts required to overcome the 
many obstacles likely to arise. 

The Western Hemisphere already constitutes a cultural, economic, 
and political entity whose members will inevitably become more and 
more dependent on one another in the changing international system 
of the future. The world political situation is likely to be more 
rather than less precarious in the coming decades as the strength and 
influence of the Soviet Union, Red China, and their satellites increase. 
In consequence, international Communist subversion, if not outright 
aggression, will be—indeed, already is—of greater importance in 
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Latin America than it has been in the past. At the same time, the 
Eastern Hemisphere may well be proportionately less significant as a 
market and source of supply for the Western Hemisphere than it is 
today. Though interhemisphere trade may continue to increase in 
absolute volume, its percentage growth may decline from present 
levels over the longer term. In consequence, the nations of the West- 
ern Hemisphere may find themselves becoming more and more de- 
pendent on one another as sources of supply and as markets. 

These and other long-term trends will inexorably bring the Western 
Hemisphere nations lamer and closer together during the second half 
of the 20th century. What is needed is an explicit recognition of this 
probability on the part of the countries concerned and a willingness to 
foster and direct the underlying trends so that their benefits may be 
maximized and their adverse effects reduced. Acceptance of the goal 
of increasing Western Hemisphere integration by the United States, 
Canada, and the Latin American States would do much to increase 
hemisphere morale and to improve hemisphere relations in the short 
term as well as to foster progress toward the long-range objective. 
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APPENDIX I 


LATIN AMERICAN TRADE AND FOREIGN-ExcHANGE Poxnicies AND THEIR Errects 


Most Latin American countries impose severe restrictions on the import of 
goods from abroad and many also impose export taxes, but these are usually only 
for revenue purposes. Virtually all Latin American countries have important 
tariff, quota, and administrative restrictions on merchandise imports and many 
of the more industrialized countries of the area maintain, in addition, very 
restrictive exchange controls and import licensing. 

In most Latin American countries, restrictions are now much more severe 
than before World War II. They have usually been increased for balance-of- 
payments reasons, but the method of administering the controls has frequently 
involved the protection of very wide sectors of domestic industry or agriculture. 
Severe restrictions on foreign payments have been considered necessary, gener- 
ally because of relatively rapid increases in the gross national product, which 
have required rapidly growing imports in the face of a slower growing domestic 
supply of raw materials and foodstuffs. In a number of cases, inflationary con- 
ditions—which may or may not have been connected with efforts to accelerate 
development—have been reflected in overvalued exchange rates and have made 
necessary the imposition of severe restrictions. 


Main types of Latin American trade and currency restrictions 


It has been found useful to classify the countries of the area into three groups, 
depending upon the increasing severity of the restrictions they impose on foreign 
payments and receipts. 

The first group includes those Latin American countries (operating in accord- 
ance with article VIII of the articles of agreement of the International Monetary 
Fund) with currencies which are readily convertible into dollars at fixed rates 
of exchange. They impose few nontariff restrictions to trade. This group in- 
cludes Mexico, Venezuela, the Caribbean Republics, and the three Central Amer- 
ican Republics of Guatemala, Honduras, and El Salvador. This group includes 
most, though not all, of the dollar area countries of Latin America. Though 
Panama is also an article VIII country and imposes no restrictions on foreign 
payments, it strictly speaking belongs in a category of its own as the bulk of 
its money supply consists of U.S. notes and coins. 

Generally, these countries impose no exchange control requirements on the 
payment of imports, the proceeds of exports, and the incoming or outgoing 
capital movements by residents and nonresidents. They maintain virtually no 
import restrictions for balance-of-payment reasons, although they often maintain 
high tariffs and even quotas for domestic industrial or agricultural protection. 
Their currencies are convertible at a single rate of exchange, except for Vene- 
zuela, which has a system of five buying and two selling rates, for fiscal rather 
than balance-of-payments reasons. 

A second group includes those Latin American countries which maintain only 
moderate restrictions on foreign payments and receipts and rely principally on 
the tariff, as well as on internal monetary and fiscal measures, to keep their 
foreign payments position in equilibrium. This group includes most of the 
nonconvertible currency countries of the dollar area (Nicaragua, Costa Rica, 
and Ecuador) plus Peru. These countries have not suffered recently from severe 
balance-of-payments pressures; they enforce only limited exchange restrictions 
on foreign payments; and they do not discriminate markedly against dollar 
imports. In addition, Ecuador and Nicaragua conduct a limited amount of trade 
through bilateral payments agreements. All four countries of this group have 
systems of multiple fixed exchange rates, but the number of rates is kept small. 
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The third group includes the balance of South American countries—Argentina, 
Bolivia, Brazil, Chile, Colombia, Paraguay, and Uruguay. They account for 
approximately two-thirds of the gross national product of Latin America and 
an even larger proportion of its industrial output. Their share of Latin America’s 
trade with the United States is, however, less important. They have for a 
number of years been characterized by severe balance-of-payments pressures and 
have maintained very restrictive systems of prior licensing of trade and capital 
movements, varying degrees of discrimination against dollar imports, important 
and complicated bilateral payments arrangements, and generally complex and 
overvalued multiple exchange rate structures. 

In recent years, most of the countries of the third group have become increas- 
ingly conscious of the dislocations produced in their economies by excessive 
internal and exchange controls. One after the other, Chile, Bolivia, Colombia, 
Paraguay, and, finally, Argentina have instituted far-reaching stabilization pro- 
grams, including a sharp curtailment of public expenditures, strict ceilings on 
credit expansion, and the abolition of most price subsidies and price controls. 

These far-reaching domestic reforms have generally acted as a powerful brake 
on import demand (more rarely as a stimulant to increase exports) and, together 
with stabilization loans from abroad and currency devaluations, have made it 
possible for these countries to discard most of their direct controls on foreign 
payments and receipts. With the exception of Colombia, all of these countries 
have replaced their complex systems of overvalued multiple rates with a single 
fluctuating exchange rate, thereby reestablishing price as an important element in 
the determination of import demand and exportable supplies. 

(Following is a tabulation of the types of exchange restrictions in foree in 
various Latin American countries :) 


Exchange restrictions in Latin America, as of June 1959 


Quantitative Discrimination Bilateral 


Country Exchange rate structure import against dollar payments 
restrictions imports agreements 

Argentina..__...- Single, fluctuating rate............ Restrictive.....- Unimportant....| Many. 
UTM nbc skatnenes Ol 228. Fitba deta ssvecbivsiiccdd peels BAe: Bee! Mais soe Do. 
Brdelhss i. sc sce Complex, multiple rate system....| Restrictive....-. Substantial _ ..__ Do. 
Chile.............] Single, fluctuating rate............ Moderate. .-..-.- Unimportant. -. Do. 
Colombia. .-....-. Simple, multiple rate system._--_.- Restrictive......]...-. Seadeacieaee Few. 
Costa Rica_......}..... DB nctichsscscn Wedidedebdads Womes..282....% DOOM scr. None 
Ecuador... ......}....- ORikce. -bibdn did <dGinesae- Moderate. -.....}...-. do..........-| Few. 
Nicaragua... lens laine in cial Ai tate toaeslil Cea danedulin ord lacans i aitaceleali tate Do 
Paraguay. ....-.- Single, fluctuating rate_..........-]....- Meds Ponte ec tcoak Do. 
Pee iid. ise Simple, multiple rate system. _-_-- Unimportant-._}...-- do...........}| None. 
Uruguay -.......- Complex, multiple rate system_...| Restrictive...... Substantial... Many. 


Argentine restrictions on trade and payments 


Argentina is the most outstanding example of the trend recently witnessed in 
these Latin American countries toward the adoption of strict stabilization meas- 
ures and the dismantling of most direct controls on trade and payments. While 
the program is encountering severe political opposition from a majority of the 
population, the Government has so far been determined to carry it to a success- 
ful conclusion. 

In December 1958, Argentina adopted what was probably the most compre- 
hensive stabilization program introduced in Latin America in the postwar period. 
This severe austerity program consists of drastic cuts in government expendi- 
tures, including the virtual elimination of producer and consumer subsidies; 
and a very severe tightening of credit through direct ceilings on loans and credits 
of the central bank and through supplementary reserve requirements equivalent 
to 80 percent of any increment in sight deposits, in addition to the basic reserve 
requirements, which have been raised to 30 percent on sight deposits. A new 
wage and price policy has also been adopted which aims at rapid elimination of 
all price controls and subsidies and the abolition of the automatic escalator 
clause in wage contracts. 

Together with these drastic reforms and to a large extent made possible by 
their introduction, a new exchange system was instituted, replacing the old, 
complicated, multiple exchange rate structure with a single fluctuating rate of 
exchange. 
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All exchange transactions now take place in a single exchange market where 
the rate is determined by the free play of market forces. The Government has 
abandoned the aforo system (surrender requirements of part of the exchange 
proceeds at fixed rates), export quotas, and other controls on exports, and the 
remaining export surrender requirements are to be abolished in the second half 
of 1959. The previous system of import prohibitions and prior licensing is also 
being gradually eliminated, and importers are now allowed to import freely 
from any available source of supply. 

The removal of most direct controls on trade and payments and the absence of 
a tariff structure adapted to the present-day needs of the Argentine economy 
have made necessary the collection of heavy import surcharges ranging from 
20 to 300 percent of the value of the merchandise. Collection takes place at 
customs and is, therefore, outside the scope of the exchange system. In addition 
to the 300-percent surcharge, imports of less essential commodities are also sub- 
ject to a 500-percent advance deposit requirement. 

The import surcharges can generally be considered to involve a substantial 
degree of protection for domestic industries, particularly for those producing 
luxury goods. The need for import surcharges will be reviewed later in the year, 
and a complete reform of the tariff system is expected to take place in the early 
part of 1960. This reform is believed to be sorely needed, as the present Argen- 
tine tariff structure dates back approximately 40 years. The yield of the 
Argentine tariff has decreased from 30 percent of dutiable imports before World 
War II to approximately 10 percent in recent years partly because ad valorem 
duties have been assessed on the basis of overvalued official exchange rates, and 
partly because the commodity structure of imports has shifted to low-duty fuel 
and raw materials. 


Brazilian restrictions on trade and payments 


While Brazil has substantially simplified its exchange restriction system since 
1953, it retains to date one of the world’s most complicated structures of direct 
and indirect controls on trade and payments. Contrary to the new trend in some 
other Latin American countries, there are no immediate signs in Brazil that the 
exchange system is to be drastically simplified and replaced by a single fixed or 
fluctuating rate of exchange. 

The present principal export and import rates of Brazil may be summarized as 
follows: 

The export rate structure is designed ostensibly for the purpose of diversify- 
ing the country’s exports in the hope of reducing excessive dependence on coffee 
and cocoa as sources of foreign exchange. Export rates range from penalty 
rates of 76 cruzeiros for coffee, cocoa beans, and castor seed, to 100 cruzeiros for 
manganese and iron ore, carnuba wax, and other specified minor exports, and to 
the free rate (150 cruzeiros as of July 1959) for all other exports. 

On the import side, the situation is more complex. Two fixed and two fluctu- 
ating rates account for most, though not all, trade transactions. These rates 
result in considerable price discrimination between various types of imports, 
ranging from a low of 58.82 cruzeiros per dollar to as high as 350 cruzeiros per 
dollar. 

A few commodities, having the highest priority value, can be imported at the 
preferential rate of 100 cruzeiros. All imports not specifically permitted under 
the preferential rate must be paid for by means of exchange certificates bought 
in the auction market, a system inaugurated in 1953, after Brazil had started to 
accumulate unusually large commercial arrears. The auction system uses the 
price machinery rather than administrative restrictions as a control device. 
Under this system, that portion of the foreign exchange receipts which is not 
needed for priority import use or for the official reserve of the Bank of Brazil is 
offered for bids in two separate categories: the general category, which includes 
about 95 percent of all imports coming in under the auction system; and the 
special category, which includes the balance, considered less important to the 
economy. As the amount of foreign exchange made available in the special 
category market is deliberately limited, and as the demand for this category of 
foreign goods is quite lively, the auction certificates necessary to buy these 
imports have in fact been much more expensive. As of the summer of 1959, the 
auctions rate under the general category was as high as 212 cruzeiros and the 
rate for the special category was 356 cruzeiros; both rates are much higher than 
the free market rate, which approximated 150 cruzeiros. 
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Since 1957, Brazil has had a new customs tariff, which is frankly protectionist. 
Import duties are levied at 16 different rates between zero and 115 percent, the 
lowest rates being paid on products which are presumed to make a valuable 
contribution to the development of the Brazilian economy. It is estimated that 
the new tariff taxes imports at an average of 30 percent and will increase 
customs receipts considerably. Based on the Brussels nomenclature and listing 
as many as 4,000 separate items, the new tariff is expected to eliminate most of 
the previous delays and uncertainty caused by unsatisfactory classification. 

The new high ad valorem tariff reflects the fact that the old tariff structure 
had lost much of its usefulness both as a revenue producer and as an instrument 
of protection. The old specific duties were based on weight and quantities. 
Rising prices and the depreciation of the cruzeiro have rendered them meaning- 
less; in fact, in recent years, import duties have accounted for the equivalent of 
only 1 to 2 percent of import values. 


Chilean restrictions on trade and payments 


In recent years, Chile has been the first of these countries to abolish its system 
of direct controls on trade transactions as well as its complicated exchange 
systems. 

Suffering from acute inflation, Chile adopted in 1956 a new restrictive mone- 
tary, fiscal, and wage policy designed to gradually reduce the rate of inflation 
and the resulting pressures on its balance of payments. Together with strong 
antiinflationary measures, the Government abolished its previous system of prior 
licensing, which had resulted in considerable abuses and windfall gains for some 
groups of importers and traders. It was replaced by a single import list which 
included all imports that would be admitted automatically. The entry of all 
items not listed was prohibited. 

The previous system of multiple fixed exchange rates had been designed to 
subsidize the import of basic foodstuffs, while penalizing the export of Chile’s 
traditional export commodities. In 1956, it was replaced by a new system of 
two fluctuating exchange rates which, in effect, amounted to a two-third devalu- 
ation of the Chilean peso. A fluctuating bankers’ rate for all permissible com- 
mercial, and a few capital, transactions was the principal rate. A second fluctu- 
ating brokers’, or free, rate was mostly for the tourist and the bulk of the capital 
transactions, and was intended to be a safety valve designed to relieve pressure 
on the principal rate. In December 1958, the two rates were unified into a 
single, fluctuating rate and the central bank stopped supporting the bankers’ 
rate, which then found its own level. 

The continuing pressure for more imports, an increasing shortage of foreign 
exchange, and the inadequacy of the tariff structure have forced Chile to devesop 
an increasingly restrictive system of advance deposit requirements on imports. 
In the last 3 years, these deposits have been raised gradually to the point where, 
at present, an advance deposit requirement of 1,500 percent of the value of the 
import is imposed on the top category of nonessential commodities (which in- 
cludes automobiles). This is tantamount to full prohibition of the importation 
of these items. The requirement to hold such large advance deposits at the 
central bank for a period of 90 days has ulso had the effect of temporarily with- 
drawing from circulation as much as 10 percent of the money supply, thus 
helping to reduce the pressure of demand for domestic, as well as for imported, 
goods. 


Colombian restrictions on trade and payments 


The Colombian system of restrictions on trade and payments was substantially 
simplified in 1957. The previous system was an elaborate arrangement of 
controls through prior licensing and multiple rates, which had broken down 
completely. For several years prior to 1957, import licenses had been granted 
without sufficient attention to the availability of foreign exchange. In conse- 
quence, Colombia developed a $300 million backlog of commercial arrears to 
foreign suppliers. 

Since June 1957, Colombia has *followed a strict stabilization policy and now 
relies on strong monetary and fiscal controls, as well as on occasion deprecia- 
tions of the currency, to hold import demand in check. The new system has been 
successful enough to make it possible for the country to continue satisfying 
its more urgent import needs and at the same time to have saved the surplus 
needed to repay, in 4 years, the foreign loans that were necessary in order to 
consolidate the accumulated commercial arrears of the previous period. 
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All imports into Colombia are classed in one of three lists: a prohibited list, 
which includes luxury goods as well as goods for which adequate domestic sub- 
stitutes are available; a restricted list, for which imports can take place only 
upon approval by a government import board; and a third category of all other 
imports which still require a prior application for import registration. How- 
ever, import registration is granted automatically and is not subject to quanti- 
tative restrictions. 

Colombia levies a remittance tax of 10 percent on virtually all imports. In 
addition, it imposes substantial advance deposit requirements. The requirement 
is generally for a deposit equal to 130 percent of the value of the import to be 
deposited with the central bank until 90 days after arrival of the commodity 
in the country. For some essential imports, the required deposit is only 20 
percent, while capital goods imports for government and semiofficial use are 
completely exempt from deposit requirements. 

Colombian exports require prior registration, and minimum surrender prices 
have been established for exports of coffee and bananas. In addition, an ex- 
change tax of 15 percent is levied on exports of coffee, bananas, and precious 
metals. All other exports pay a 2-percent exchange tax. 

While the exchange system has been simplified in recent years, Colombia still 
maintains a multiple exchange rate structure with three principal exchange 
rates: 

1. Most imports take place at an exchange certificate rate which results 
from the sale, by the Banco de la Republica at public auction, of nonnegotiable 
exchange certificates issued against that portion of available exchange receipts 
which is earmarked for payments through the certificate system. The auction 
system is intended to insure that no imports will be authorized in excess of 
the foreign exchange available and that excessive import demand will only 
result in a higher price for the foreign exchange and in a consequent dis- 
incentive to import. 

2. A fixed export rate: Colombia $6.10 equals United States $1, reviewed oc- 
casionally by the central bank. 

8. A free market rate, used for invisibles and most nonregistered transac- 
tions. 

A new customs tariff was introduced on May 10, 1959, which is designed to 
protect the newly developing domestic industries. Duties are generally higher 
and are expected to average between 25 and 30 percent of the total value 
of imports. Duties were, however, eliminated for agricultural machinery, fer- 
tilizers, and rubber, and were reduced for petroleum fuels and transportation 
equipment. 


Mezican restrictions on trade and payments 


Mexico does not impose exchange restrictions on payments or receipts from 
merchandise, invisible, or capital accounts. It has a single fixed exchange rate 
at a par value of Mexican pesos 12.50 equals $1. However, the rate of exchange 
has been devalued several times in the postwar period to correct the overvalua- 
tion of the peso created by rising domestic prices. 

Though not affected by exchange restrictions, Mexican imports are, however, 
rather severely restricted through an avowedly protectionist tariff and licensing 
system, which is designed to discourage the import of most consumer goods 
while encouraging to the maximum extent possible the importation of capital 
equipment and raw materials. At present, as much as 50 percent of all Mexican 
imports are subject to prior import licensing, which is administered with great 
flexibility to provide maximum protection to domestic industries. For a number 
of products, imports are permitted only when the importer commits himself to 
purchase an equivalent amount of goods from the domestic industry. Under the 
cotton compensation program, imports of certain nonessential goods are per- 
mitted only when the importer guarantees the exportation of cotton to an equiva- 
lent value. In April 1958, approximately three quarters of Mexican tariff duties 
were substantially raised, partly to compensate for the loss of income from ex- 
port duties as export prices declined. 

The Mexican tariff and the import licensing system have been effective in 
protecting large sectors of the domestic industry and in increasing the amount 
of U.S. investment in Mexican manufacturing industries behind the tariff wall. 
However, they have only partly succeeded in modifying the commodity structure 
of Mexico’s import trade, which has remained relatively unchanged in recent 
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years, except for a modest decline in the relative significance of consumer dura- 
ble imports. 


The impact of Latin American trade and payments restrictions 


In most Latin American countries, trade and payments restrictions have had 
profound effects on the short-run distribution of output between domestic con- 
sumption and exports. They have also influenced over the longer run the dis- 
tribution of resources among various industries and the level of output. 

In the postwar period, Latin American governments have varied in the ex- 
tent to which they employed direct or indirect economic controls to accelerate 
their countries’ economic development. With the exception of the Caribbean 
eountries, some of the Central American Republics, and Venezuela, Latin Amer- 
ican nations have attempted during much of the postwar period to achieve high- 
er rates of gross capital formation through government deficit financing and the 
expansion of private credit. The consequent inflationary pressures have grad- 
ually forced the adoption of a series of direct internal and external controls 
which have included not only tariffs and quotas but also strict exchange con- 
trols. In contrast, the other group of countries, where price rises have gen- 
erally been more moderate, have been able to rely almost exclusively on com- 
mercial policy in dealing with their foreign payments problems. 

In the Latin American countries that maintain severe exchange restrictions 
on payments, direct controls have caused important distortions in the pattern 
of production and export. This has been especially true of countries with sys- 
tems of multiple exchange rates. While most imports could be bought only at 
high penalty rates, government imports were generally made at a preferential 
exchange rate. This was done to reduce the size of government deficits, but 
it often had the effect of overstimulating imports by the government and semi- 
official agencies. Preferential rates have also been granted for the import of 
essential foodstuffs in order to reduce the hardships suffered by workers in 
eonsequence of rising prices. However, such actions have generally been dis- 
incentives to increasing domestic production of these foodstuffs, and have at the 
same time overstimulated domestic consumption. The cure has occasionally 
been worse than the disease. 

On the export side, preferential export rates were often granted to minor 
exports while penalty rates were imposed on traditional export commodities. 
This was justified partly as a form of taxation and partly on the assumption 
that the traditional products would be exported in the same quantities anyway. 
In the long run, however, penalty rates have had the unfortunate effect of dis- 
couraging new foreign investment in the traditional export industries, particu- 
larly in mining. 

Restrictions on remittances abroad and on capital repatriations have un- 
doubtedly been a significant discouragement to some private foreign investments 
in Latin America. Conversely, liberalization of the payment restrictions have 
had immediate effects in stimulating foreign investment, as, for example, in 
Peru in the early 1950’s, and in Argentina more recently. However, in Brazil, 
despite payment restrictions large foreign investments were attracted, because 
of the size of the domestic market. 

In contrast with the high-restriction southern countries, the northern coun- 
tries of Latin America have relied principally on commercial policy as an in- 
strument of economic development. A combination of high protective tariffs, 
occasional quotas, and currency convertibility has proved attractive to foreign 
and domestic investors and done much less harm to their domestic economies. 

This is particularly noticeable in Mexico, where the gradual raising of duties 
on imports of semiprocessed materials has been forcing domestic and foreign 
investors to shift to Mexico the entire manufacturing process of many types of 
goods which were previously assembled from imported components. 

Tariffs, quotas, and exchange restrictions in postwar Latin America have 
tended to discriminate increasingly against finished consumer goods, while bear- 
ing more lightly on capital equipment and raw material imports. In general, 
those Latin American countries which maintain a highly restrictive control 
apparatus do not grant import licenses for luxury imports and tend to limit the 
exchange budget allotted to other less essential consumer goods. By reserving 
as much of their foreign exchange as they can for imports of the capital goods 
necessary for industrialization, they hope eventually to reduce the dependence 
of their economies on foreign trade. In contrast, countries that have less re- 


strictive systems rely principally on the price mechanism, which operates despite 
high import tariffs. 
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On a priori grounds, one would expect the former group of direct-control 
countries to be more successful in modifying the structure of their commodity 
imports to fit their priority schedules than are the group of countries that rely 
exclusively or principally on tariffs. 

Surprisingly, however, those Latin American countries which impose the 
most severe and discriminatory restrictions on imports have been relatively less 
successful in modifying the composition of their imports in the direction of a 
higher percentage of capital goods than have the countries utilizing the tariff 
weapon. 

High-restriction countries have generally proved powerless to check the rapid 
rise of food and fuel imports; industrialization and urbanization have resulted 
in strong pressures to increase the imports of such goods, pressures which have 
often been politically irresistible. They have, however, generally succeeded in 
reducing their imports of textile manufactures, but often only at the expense of 
an almost equivalent increase in imports of textile raw materials. 

In contrast, in convertible currency countries, internal monetary and fiscal 
controls have been at work and price stability has been more generally prevalent. 
As a result, consumer demand for imports could be held to more moderate in- 
creases, while the absence of direct controls, particularly on remittances abroad, 
often attracted greater foreign investment and with it larger imports of invest- 
ment goods, 

Throughout the postwar period, the proportion of capital goods to total im- 
ports has remained substantially higher in Venezuela and Mexico (57 percent 
and 47 percent, respectively) than in countries which made more drastic efforts 
to control the commodity structure of their imports. The share of capital 
equipment in total imports was recently about 40 percent in Argentina, 38 per- 
cent in Brazil, and only 30 percent in Chile. Furthermore, these percentages 
have been declining steadily throughout the postwar period. 

The reasons for this situation have varied from country to country. However, 
it would appear that tariff policy carried out in an atmosphere of relative price 
and exchange stability is often more effective in modifying the commodity dis- 
tribution of a country’s imports than a very restrictive policy of exchange 
rationing executed under inflationary conditions. 


The issue of tariffs and quotas versus exchange restrictions 


Commercial policy and exchange restrictions are often thought of as being 
complementary. While commercial policy is designed to affect foreign trade, 
principally in order to protect and encourage domestic production, exchange 
restrictions are maintained primarily to affect the balance-of-payments position 
of a country. The two can, and often do, reinforce one another. In other parts 
of the world, countries that suffer severe balance-of-payments difficulties gen- 
erally impose strict tariff and exchange controls, while convertible-currency 
countries usually keep all forms of control to a minimum. 

In postwar Latin America, however, those countries which maintain very 
restrictive exchange control systems have usually maintained only low tariff 
barriers, while the countries which impose few restrictions on foreign payments 
often have high protective tariffs. 

The convertible-currency countries, which have generally suffered less in- 
flation, have had less trouble in maintaining adequate tariff protection, even 
where the tariff structure was weighted in favor of specific duties. In those 
countries, only moderate rate adjustments would have been enough to maintain 
the tariff burden close to prewar levels. Many of these countries, however, 
desirous of adapting the commodity structure of their imports to the needs of 
their economies in process of industrialization, have turned to greater tariff 
and quota protection, since their international obligations to maintain currency 
convertibility precluded imposing restrictive exchange controls on foreign 
payments. 

In contrast, in the other countries of Latin America, inconvertibility had often 
been the result of expansionary domestic policies which have stimulated price 
inflation and have swelled import demand while discouraging the supply of 
exports. Rising domestic prices and the overevaluation of the currency usually 
have made specific, and even ad valorem, duties increasingly powerless as a 
defense against payments deficits and against foreign competition with domestic 
industries. Little effort has generally been made to correct the tariff structure 
of these countries, since the existence of an elaborate system of direct controls 
made it possible to obtain approximately the same result through prior licensing 
and the juggling of multiple exchange rates. 
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More recently, some of these countries have adopted extensive stabilization 
programs, using with increasing decisiveness the fiscal and monetary instruments 
as a means of reaching balance-of-payments equilibrium. Parallel to these 
measures, a devaluation of the currency, the dismantling of most direct controls 
over foreign payments and the adoption of single rates of exchange have re- 
vived a great deal of interest in tariff policy. In the last few years, many of 
these countries have been drawing up completely new tariff schedules or are 
in the process of revising extensively the existing rates. The new tariffs are 
higher, mostly ad valorem, and better adapted to the present-day needs of 
those countries, many of which are now well on their way to industrialization. 


U.S. Government position on Latin American trade restrictions 


The position of the U.S. Government has been to give continued encourage- 
ment and financial support (through the International Monetary Fund, the 
U.S. Treasury, and other national and international agencies) to the stabiliza- 
tion programs which have been undertaken by some Latin American countries in 
recent years. This is a healthy trend in Latin American economic life today 
and success in abating inflationary pressures should provide a sounder base 
for economic growth, greater incentives to export, and consequently a greater 
capacity to import U.S. goods. In addition, strong fiscal and monetary meas- 
ures in Latin America would make it possible to discontinue many of the 
more deleterious forms of direct controls on trade and remittances and should 
stimulate increased U.S. private investments in the area. 

While stabilization reforms generally involve substitution of higher tariffs for 
prior licensing and other direct restrictions, such changes are in most cases 
necessary and should not be condemned or resisted by the U.S. Government. In 
addition, if the object of U.S. foreign economic policy is to strengthen Latin 
American economies and in the long run to foster U.S. exports and private invest- 
ment in the area, the U.S. Government should not attempt to exact from Latin 
American countries a quid pro quo for each tariff concession.’ The developing 
countries of Latin America have urgent import needs and, with the exception of 
Venezuela, very meager foreign exchange reserves. As a result, they are con- 
stantly using all of their export proceeds and foreign credits to keep imports at 
the highest possible levels. While the import policies of most Latin American 
countries have not been very successful in modifying the commodity structure of 
their import trade to fit their development needs, it is safe to say that Latin 
American import restrictions, no matter how severe, have not decreased the 
total volume of the area’s imports. This is of necessity determined not by tariffs, 
quotas or exchange restrictions, but directly by the level of the area’s exports 
plus net capital inflows. In consequence, it is not in the long-range interests of 
the United States to negotiate for lower tariffs or other concessions on consumer 
goods imports, since such concessions could only be obtained at the expense of 
more essential imports, e.g., raw materials and capital equipment. In the short 
run, total U.S. exports to Latin America would not increase in any case; in the 
long run, the growth of U.S. exports to Latin America is a function of that area’s 
development and might even be retarded by rigid U.S. insistence on reciprocal 
tariff concessions. 





APPENDIX II 


U.S. RESTRICTIONS ON ImporTsS FrRoM LATIN AMERICA 


U.S. imports from Latin America consist largely of industrial and agricultural 
raw materials and foodstuffs. Manufactured goods and processed foods account 
for less than 10 percent of U.S. imports from the area and, despite the growing 
industrialization of many Latin American countries, show little prospect of in- 
creasing their share of the U.S. market for some time to come. 

Varying rates of tariffs, and quantitative limitations in the form of import 
quotas, operate to restrict Latin America’s trade with the United States. 
While a number of Latin American products enter the country duty free (notably 
coffee, cocoa, bananas, and iron ore), many products—important as exports to 


2 Only eight Latin American countries are at present gente tineg verte to the General 
Agreement on Tariffs and Trade (GATT). They are: Brazil, Chile, Cuba, the Dominican 
Republic, Haiti, Nicaragua, Peru, and Uruguay. The nonmember nations include Mexico 
and Venezuela, the two most important coun to use the tariff of 
their import policy. 
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the producing countries—are subject to U.S. import restrictions in the form of 
tariffs or of tariffs and quotas combined. (Import restrictions on a selected list 
of 80 Latin American products are given at the end of this appendix.) 

In general, U.S. tariffs on primary products are not overly burdensome, But, 
when they are combined with quota restrictions, they create serious barriers to 
a number of Latin America’s export products. Currently, nine products are sub- 
ject to both tariffs and import quotas—sugar, Italian-type cheese, butter, peanuts, 
cotton, tung oil, petroleum, lead, and zinc. An additional category, “live cattle 
and dressed beef and veal,” is subject to customs tariffs plus import restrictions 
under a “sanitary embargo.” 


Quotas on agricultural products 


Except for sugar, the agricultural products which are subject to quota re- 
strictions play only minor roles in Latin America’s exports to the United States, 
but unquestionably some of these commodities would be imported in larger 
quantities if the quotas were suspended. Mexico, for example, could supply 
substantially more long-staple (14-inch to 1-11/16-inch) cotton, at competitive 
prices, than the quota permits. In fact, the Mexican Government has made 
several representations to the U.S. Government on behalf of relaxation of the 
quota restrictions. Peanuts, too, could be the source of much greater export 
earnings for Mexico, as well as for Brazil, if quotas were less restrictive or were 
suspended. In 1957, imports of peanuts from Latin America—all from Mexico— 
were valued at less than $300,000, compared with 1955, when they totaled close 
to $8 million—$4.6 million from Mexico and $3.1 from Brazil. 

Some of the other agricultural products subject to quotas, while having less 
potential as export earners than cotton and peanuts, would undoubtedly alse 
find a larger market in the United States than at present if quotas were relaxed. 
This is particularly true of tung oil, which is on the free list but imports of 
which are rigidly limited by quota restrictions. 

The sugar quota affects an important export product of a number of Latin 
American countries. It is calculated according to a formula based on estimated 
annual domestic consumption requirements. On requirements up to a total of 
8,350,000 short tons (raw value), domestic producers and the Philippines are 
given a fixed quota totaling 4,440,000 tons. The balance is allocated to foreign 
sourees. Of requirements in excess of 8,350,000 tons, domestic producers are 
assigned 55 percent of the overage and the balance is allocated to foreign sources 
other than the Philippines.’ 

Criticism of the sugar quotas by foreign suppliers has been directed not so 
much at the quantitative limitations as at the “inequitable” allocation of im- 
ports,* whereby preferential treatment is accorded Cuban sugar. Cuba not only 
receives the lion’s share of the quota (roughly 96 percent of the total), but 
Cuban sugar also enjoys special tariff treatment. Whereas the rate of duty on 
96° sugar from other sources is 0.625 cents per pound, the rate on Cuban sugar 
is 0.5 cents a pound. 

Both the executive branch and the Congress have been cognizant for some 
time of the need for modifying the existing bases for the sugar quota allocations. 
Over the years, a number of proposals toward that end have been made. One 
such proposal that merits consideration suggests the development of a formula 
which would— 

(1) Allow each of the full-duty countries( i.e., countries other than Cuba) 
to ship to the United States that proportion of total permitted imports which 
would be equal to (a) their relative proportions of world market exports, 
averaged over a given recent base period; or (b) the relative size of their 
exportable surpluses over a comparable base period. 

(2) Permit these increases in the percentage shares of other foreign 
suppliers to be phased over a number of years. 

It is stressed that this proposal would not involve quantitative cuts below 
Cuba’s present quota. The suggested increases for other foreign suppliers would 
derive from increments in U.S. consumption, in which Cuba would continue to 
share, but at a diminishing rate. 


2 Phill peas sugar eee under a ree “fixed quota” of 980,000 tons. Until woomntiy 
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The “sanitary embargo” 


The most important restriction on U.S. imports of meat and meat products is 
not a customs tariff or quota but a “sanitary embargo” against the entry of live 
animals and fresh meat from “infested” countries; i.e., countries where hoof- 
and-mouth and other contagious animal diseases are known to exist. The 
embargo, when first established in 1927, applied to regions, but was changed in 
the Tariff Act of 1930 to apply to specific countries. 

The effect of the embargo has been the cessation of imports of live cattle, 
dressed beef, and veal from virtually all Latin American sources. Currently, 
the only Latin American country from which substantial imports of live cattle, 
fresh beef, and veal originate is Mexico. Imports from Mexico had been pro- 
hibited for many years and were not resumed until 1951, when hoof-and-mouth 
disease had been brought under control through a jointly sponsored and financed 
United States-Mexican governmental program. 

An additional meat item has recently been placed on the embargo list—cured 
beef in bulk. As of May 11, 1959, regulations governing the importation of meat 
from countries where hoof-and-mouth disease occurs were amended so as to 
require the drying of cured meats that are not canned prior to entry into the 
United States. This decision will temporarily shut off the imports of boneless 
cured meats from Argentina that have been entering the United States in undried 
form. 

Import restrictions applying to other agricultural products that are imple- 
mented through various U.S. agricultural price support and other programs, 
together with their impact on Latin American economies are discussed in detail 
in appendix ITI. 


Lead, zinc, and petroleum quotas 


Of far greater consequence to a number of Latin American economies are the 
recent quotas imposed on products which are major Latin American foreign- 
exchange earners—lead, zinc, and petroleum. 

Lead and zine quotas were proclaimed by the President, effective October 1, 
1958, pursuant to the findings of Escape-Clause Investigation No. 65 of the Tariff 
Commission. These quotas restrict imports of unmanufactured lead and zinc * 
to 80 percent of the average annual commercial imports during the period 1953-57. 

In the case of lead, three Latin American countries have been affected— 
Bolivia, Mexico, and Peru. The hardest hit has been Peru; its annual quota 
of 58,080 tons compares with actual 1957 exports to the United States of 81,994 
tons. The cut for Mexico was less severe; its quota of 73,760 tons compares 
with actual 1957 exports of 82,888 tons. For Bolivia, the reduction was from 
16,442 tons in 1957 to 10,080 tons. 

As regards zine, only Mexico and Peru are affected. However, the hardship 
for Peru is even greater than in the case of lead. Peru’s quota of 77,760 tons 
compares with 1957 commercial exports to the United States of 125,937 tons. 
Mexico’s cut was minor; its annual quota of 153,600 is less than 5,000 tons short 
of its 1957 exports. 

It should be noted that, since lead and zine quotas were based on commercial 
imports, they failed to take into account the substantial U.S. Government imports 
for the strategic and supplemental stockpiles during the base period. Conse- 
quently, the reduction has actually been greater than 20 percent—probably closer 
to 25 percent and perhaps even as high as 30 percent. 

It is difficult to equate the contending claims of injury by domestic lead and 
zine producers, on the one hand—whose pressures for relief were mainly 
responsible for adoption of these quotas—and by the foreign suppliers, on the 
other hand, for whom U.S. cutbacks in imports of lead and zinc have meant 
serious losses of dollar earnings. 

The overriding factor which led to the imposition of quotas was world over- 
production and the consequent drop in lead and zine prices. To the extent that 
Government purchases of domestic metals for the strategic stockpile and acquisi- 
tions of foreign lead and zine under the barter program raised the market prices 
of lead and zinc, or prevented or retarded the decline of those prices, they tended 
to stimulate—or at least maintain—high-level production in the United States 


«The products affected are: lead—ores, flue dust, and matters of all kinds, lead bullion 
or base bullion, lead in pigs and bars, lead dross, reclaimed lead, scrap lead, antimonia! lead 
and scrap lead, type metal, babbit metal, solder, and all alloys or combinations of lead 
not especially provided for; zinc——ores of all kinds except pyrites containing not over 8 
percent of zinc, zinc in blocks, pigs, or slabs, and zinc dust. 
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as well as in foreign countries. Subsequent price declines were inevitable as the 
goals of the strategic stockpile were realized, and when normal commercial 
demand in the United States was reduced owing to the recession. 

The Tariff Commission was unanimous in its findings of serious injury to 
domestic producers of lead and zinc, but it split 3-3 in its recommendations. 
In its “Report to the President on Escape Clause Investigation No. 65,” three 
members dissented regarding the basis of the findings and did not agree “that 
it would be justifiable to increase the present rate of duty by 140 percent for 
unmanufactured lead and by 200 percent for unmanufactured zinc, and to im- 
pose, in addition, highly restrictive absolute import quotas.” In their opinion, 
“the use of both the restrictive quotas and the maximum allowable tariff rates 
would be redundant and represents an overimplementation of remedial meas- 
ures.” 

The President concurred in the latter opinion and authorized only the recom- 
mended import quotas as a means of providing relief to domestic producers. 
In his letter to the Congress transmitting his proclamation, he stated that. he 
was “conscious of the importance to the economies of friendly countries of ex- 
ports of lead and zinc to the United States,” and that he was “hopeful that * * * 
mutually acceptable solutions can be found * * * Meanwhile. the conditions of 
domestic producers admit of no further delay in taking remedial measures.” The 
President recognized that “the imposition of quotas is an unusual step, but it is 
better suited than a tariff increase to the unique circumstances of the case.” 

Some agencies of the executive branch have interpreted the President’s letter 
to the Congress as implying that the President intended the quotas on lead and 
zinc to be operative only until other measures could be worked out to ameliorate 
the hardship of domestic producers—possibly some form of self-imposed, volun- 
tary quotas on the part of exporting countries. Meanwhile, domestic smelters 
and refiners have begun to press for the suspension of the quotas. In contrast, 
mine operators are not satisfied with the limited relief resulting from the quotas 
and, in response to their pressure for more drastic measures, the Senate Finance 
Committee has asked the Tariff Commission to make an investigation under 
section 332 of the Trade Agreement Act, with instructions to recommend such 
changes in the customs treatment of lead and zine as are indicated. It is sig- 
nificant that this is the first time that the Tariff Commission has been instructed 
by the Congress not merely to make an investigation under section 332, but to 
recommend changes in the customs treatment of a commodity. 

Mandatory petroleum quotas were proclaimed by the President in March 1959, 
under the national security provision of the Trade Agreements Act. These 
quotas, which superseded the previous system of voluntary quotas by U.S. im- 
porters, reduced the flow of petroleum imports to the 1957 level. 

Latin America is still the major source of petroleum imports for the United 
States. In 1957, it provided about 55 percent of all U.S. oil imports, by far the 
major part originating in Venezuela and shipped either directly or through the 
Netherlands Antilles. Imports are divided almost equally between crude oil and 
residual fuel oil, with only minor quantities of petroleum distillates. Com- 
pared to Venezuela’s direct petroleum exports, which were valued at $767.2 mil- 
lion in 1957, Mexico’s and Colombia’s shares of U.S. imports are fractional. 
However, they represent significant amounts of foreign-exchange earnings to 
these countries. In 1957 Mexico’s petroleum exports to the United States were 
valued at $39.5 million and Colombia’s at $26.4 million. 

Since residual fuel oil constitutes so large a part of U.S. imports from Latin 
American sources, it merits special attention. It is not fully competitive with 
domestic supply owing to the peculiar price position of residual fuel oil among 
petroleum derivatives. In the United States, residual fuel oil is priced below 
crude oil; consequently, domestic refineries have preferred to limit production 
to the lowest minimum possible. 

Imports of residual fuel oil are absorbed primarily by the Northeastern States, 
where they compete with domestic coal as well as with domestic fuel oil. They 
are competitive with coal, particularly in dual-fired industrial plants, which ac- 
eount for about 20 percent of all industrial facilities in that area of maximum 
import competition. Drastic limitation of imports would not only affect domestic 
coal prices but would have a particularly sharp impact on residual fuel oil prices, 
since domestic production could be expanded sufficiently only through realloca- 
tion of crude oil among competing oil products. Venezuela, because of its large 
supply of low-gravity, low-cost crude oil, is ideally suited to produce low-cost fuel 
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oil. In these circumstances, it would appear logical to permit imports to take 
up a growing share of expanding U.S. demand. 

As already noted, mandatory petroleum quotas were imposed on grounds of 
national security, the principal argument being that excessive imports tend to 
discourage domestic exploration activities and thereby increase U.S. dependence 
on foreign production. If the latter were unavailable in an emergency, the 
national security would be endangered. Whatever merit this argument may have 
with respect to Near- and Far-Hastern sources of supply, it is difficult to defend 
its application to Latin America. In terms of its availability in a period of 
emergency. Mexican petroleum could be accessible via overland transportation 
and Venezuela and the Netherlands Antilles are as conveniently situated to sup- 
ply the major import markets of the Northeastern United States as are imports 
that come by tanker from the gulf ports. 

The special position of nearby sources of supply has already received some 
recognition. On May 1, 1959, overland imports by pipeline and truck were 
freed from import quota restrictions. However, this exception benefits primarily 
Canada and will have little practical effect on imports from Mexico, since only 
1,000 to 2,000 barrels a day of its exports to the United States come in by truck. 
The administration has indicated that special consideration may be given to 
imports from Western Hemisphere suppliers in the light of their greater acces- 
sibility than imports from other foreign sources. This may mean more favorable 
quota arrangements for Venezuelan oil, which is shipped by tanker. 


Proposed fluorspar import quota 


A number of bills were introduced both in the House and in the Senate during 
the last session of the Congress proposing import quotas for fluorspar. It is 
believed that the proposed restrictions on fluorspar were intended to initiate a 
general program of mineral import quotas, somewhat along the lines of the 
Sugar Act, where by domestic producers would be guaranteed fixed allocations 
under estimated annual domestic requirements. 

No action was taken on these bills, which originated in the Interior and 
Insular Affairs Committees of the House and Senate, because of jurisdictional 
questions that were raised and because of pressure from major users of fluor- 
spar—the chemical, aluminum and steel industries—opposing the proposed 
quota restriction. 

Meantime, the Tariff Commission has been requested by the Senate to under- 
take a section 332 supplemental®> investigation and, in addition, was instructed 
to make recommendations. These instructions parallel those of the Senate 
Finance Committee with respect to lead and zine, discussed above. 


Eazcise tax on unmanufactured copper 


Imports of unmanufactured copper are currently subject to an excise tax of 
1.74 cents per pound of contained copper, which is increased to 2 cents when the 
average market price drops below 24 cents a pound. 

This tax on copper imports, though long in existence, was suspended from 
1947 to June 1958. When the Congress failed to act on extending the suspension, 
the tax automatically became operative, effective July 1, 1958. The reimposition 
of the tax has created a gap between domestic and import prices which is about 
equal to the tax, and has resulted in a modest decrease in the unit price to 
foreign suppliers and an increase in the share of domestic producers in the 
U.S. market. 

These effects of the resumption of the duty on copper have created only minor 
problems for the Latin American suppliers of U.S. imports. But the maintenance 
of the present relative stability of the copper market is contingent on a number 
of factors: 

(1) That U.S. consumption of copper will increase sufficiently to absorb 
the presently scheduled increases in domestic production. 

(2) That world demand for copper will increase sufficiently to absorb 
the substantial increases in supply that will be coming on the market as a 


result of the ambitious expansion programs now under way in Chile, Peru, 
and Africa. 


6 The original full Tariff Commission investigation under sec. 332 of the Trade Agreement 
Act was made in 1954-55. This was immediately followed by a sec. 7 (escape clause) 
investigation, in which the Commissioners split 3—3 in their findings of whether the 
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(8) That in the event world demand fails to expand sufficiently, U.S. 
requirements will be able to absorb not only increased domestic output, but 
at least part of expanded foreign production. 

A glut of copper on the world market and a possible resultant drop in the 
price below 24 cents would automatically be followed by an increase in the 
excise tax to 2 cents and even quota restrictions may possibly be deemed neces- 
sary. In fact, more stringent restrictions have already been suggested. Copper 
was one of the metals included in the domestic minerals stabilization plan pro- 
posed by the Secretary of the Interior in April 1958, according to which the Gov- 
ernment would guarantee domestic producers a price of 2744 cents a pound on 
a maximum annual production of 1 million tons. Such a plan, if adopted, would 
have serious implications for Peru and Chile, bringing in its wake significant 
cuts in earnings, not only to the countries concerned, but also to the American 
companies which operate the major Peruvian and Chilean copper mines. 


Conclusions 


Today many Latin American countries are facing serious balance-of-payments 
difficulties. In large part, these have been generated by internal problems and 
policies. But economic events in the United States, among them the recent reces- 
sion, diminishing Government purchases for the strategic stockpile, and new 
import restrictions on products which are important foreign-exchange earners 
for Latin American countries, have contributed in no small measure to those 
difficulties. 

It is unfortunate that new import restrictions should have coincided with the 
reassessment of U.S. policy toward Latin America which followed the Caracas 
incidents in early 1958. They underscore the two conflicting objectives which 
appear to characterize the policy of the United States toward its southern neigh- 
bors. On the one hand, the United States is initiating new mechanisms and 
expanding existing facilities to foster Latin American economic development— 
e.g., the recently established Development Loan Fund, the newly formed Inter- 
American Development Bank, and the expansion of the lending powers of the 
Export-Import Bank. On the other hand, it is erecting new and more restrictive 
barriers against imports which seriously affect the export earnings of Latin 
American countries. 

This ambivalence in U.S. policy has tended to create resentments on the part 
of the Western Hemisphere Republics which often cancel out the good will gen- 
erated by U.S. assistance measures. Many Latin American countries have come 
to view these measures as channels whereby the United States is lending back to 
their countries the equivalent of export receipts that they believe are “right- 
fully” theirs, but which have been taken from them by U.S. import restrictions. 

Additional restrictions, whether in the form of quotas or tariffs, would be 
unfortunate, particularly in the case of those minerals where the trend has been 
for domestic production to remain stable and for the secular increment in U.S. 
eonsumption to be met primarily out of imports. Latin American mine operators 
have long held the view that U.S. trade policy.is manipulated to serve, not the 
long-range interests of hemispheric solidarity, but the short-term interests of 
U.S. producers. They complain that when imports are needed U.S. trade barriers 
are lowered, but as soon as demand declines and domestic producers begin to 
feel the pinch new restrictions are imposed or suspended restrictions are rein- 
stated. 

Moreover, the high U.S. tariffs on processed and semiprocessed metals are held 
responsible for preventing the development of industries based on the area’s 
rich mineral resources. The lead-, zinc-, and copper-producing countries, for 
example, contend that high U.S. tariffs on semiprocessed metal products have 
inhibited the establishment of smelters and refining industries in their countries 
which could add substantially to their export earnings. 

As has been indicated in the discussion of import restrictions on agricultural 
products, Latin American countries could expand their exports of some agricul- 
tural products quite substantially if U.S. import quotas were relaxed or sus- 
pended. 

The friction and resentments that vacillating U.S. trade policy has engen- 
dered in Latin America have serious implications for United States-Latin Ameri- 
ean relations. The United States is, after all, Latin America’s biggest customer ; 
it absorbs nearly half of the combined exports of the Latin American Republics. 
Any changes in U.S. policy which affect that trade strike at the very lifeblood 
of their economies. 
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Selected imports from Latin America subject to U.S. tariffs and other import 
restrictions 


Following is a selected list of Latin American exports to this country which are 
subject to U.S. import restrictions, grouped according to type of restrictions that 
apply to each. Except for copper, tariffs are stated in ad valorem equivalents 
(ratios of the amount of duty collected to the value of imports). For some 
products a range rather than a single rate is shown. This is the case with 
petroleum, for example, which involves subproducts carrying different rates 
of duty. 


Ad valorem 
equivalent 
Products subject to tariff and quota: (percent) 


Petroleum 3-13 


6-10 
8-13 


9 


12 
Italian-type cheese. 20 


Butter (and butter oil) 715 
Peanuts: 
Blanched, prepared, preserved, salted or shelled 58 
Not shelled 43 
Cotton: 
1% inch to 11%¢ inch 8 
1144, inch or longer 3% 
(*) 
Products subject to tariff and “sanitary embargo”: Live cattle and 
dressed beef and veal 
Products subject to tariff only: 
Meat extract 
Canned beef 
Miscellaneous canned and preserved meats: 
Pickled or cured beef and veal 
Miscellaneous canned and preserved meats 
Fish, canned in oil (except sardines and tuna) 121%4-25% 
Bonito in brine or airtight containers 12% 
Milled rice 27 
Pineapples, prepared or preserved (except candied or glacé)__ 6.5 and 4.9 
Tomatoes (fresh): 
From Mar. 1 to July 14 and Sept. 1 to Nov. 14 28 
From Cuba (same periods) 41 
From July 15 to Aug. 31 and Nov. 15 to Feb. 28 21 
From Cuba (same periods) 
Wool top 26 
Tobacco (from Cuba) 
Castor oil 
Linseed oil 


Apparel wool 
Straw hats, bodies and braids 
Nonbovine leather 
Shoes (par. 1530-e) 
Women’s and children’s leather handbags and pocketbooks__ 
Fluorspar : 
Acid grade 
Metallurgical grade. 
Copper, unmanufactured 


1 Approximate. 

2 Duty free, but subject to quota. 

8.On bulk of imports. 

41.7 cents per pound. However, on and after the 29th day after the date of a notification 
by the U.S. Tariff Commission to the Secretary of the Treasury that the average monthly 
market price of copper has fallen below 24 cents per pound, the rate will be increased to 
2 cents per pound, (This arrangement is in accordance with the General Agreement on 
Tariffs and Trade, with Chile as the other contracting party, effective June 30, 1956.) 
Copper imported from Cuba enters the United States free of duty, 
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APPENDIX III 
THe Impact or U.S. AGRICULTURAL PROGRAMS ON LATIN AMERICA 


Programs undertaken by the United States over the last 25 years to promote 
better health in agricultural sectors that have been depressed since the 1920's 
have had significant impact on the economies of foreign countries. Efforts to 
provide the American farmer with a purchasing power comparable to that which 
he enjoyed during periods of agricultural prosperity have set off a veritable 
chain reaction. The United States has had to take successive steps to solve the 
problems created by previous actions. Not only have these programs raised 
agricultural prices to consumers in the United States, but they have also served 
as an incentive to producers abroad to expand output and exports under the 
“umbrella” of the high prices which they support. 

At a very early stage in the development of such programs, it was found 
necessary to restrict the importation into the United States of foreign-produced 
agricultural commodities attracted to the U.S. market by higher prices than 
could be obtained elsewhere. Without such restriction, the foreign-produced 
commodity would enter consumption in the United States and the domestically 
produced commodity would enter Government warehouses. 

As foreign production expanded, particularly in the post-World War II period, 
when high U.S. wartime price supports were left essentially unchanged, the 
U.S. farmer found his foreign markets challenged by the competition of foreign 
producers whose output was expanding under the price stimulus in part pro- 
vided by U.S. programs. Even those U.S. farmers whose costs of production 
were low enough to compete with farmers abroad could not find it to their ad- 
vantage to sell abroad at a price lower than the support price of the U.S. Gov- 
ernment. As U.S. exports were adversely affected by foreign competition, the 
U.S. Government accumulated a growing supply of agricultural commodities for 
which there were no customers at home or abroad. Efforts to give these sur- 
pluses away under various postwar foreign aid programs only slowed down, but 
did not step, the rate of accumulation in Government warehouses. The farmer 
could not be indifferent to this situation, since the introduction of some flexibility 
in agricultural price supports in the mid-1950’s meant that the greater the supply 
in excess of demand, the lower the level of price support within prescribed 
limits and the more restrictive the controls on the acreage planted. 

Thus, it became necessary for the U.S. Government to take steps which would 
permit the reduction of agricultural surpluses by improving the competitive 
position of U.S. agricultural products against those of other countries. This im- 
provement did not have to take place in the domestic market—it was already 
protected by import restrictions—although lower agricultural prices at home 
might well have stimulated consumption in certain areas and for certain uses. 
Instead, the main effort of the Government consisted of steps to improve the 
U.S. competitive position in the export market. Export subsidies were intro- 
duced, sales for foreign currencies instead of dollars were authorized, and a 
program for the barter of agricultural commodities for strategic raw materials 
was undertaken. 

The three types of U.S. agricultural assistance—domestic price supports, im- 
port restrictions, and export subsidies—have had an impact on countries which 
depend upon agricultural exports for a large portion of their foreign exchange 
earnings. This has been the case with a number of Latin American countries. 
Although Latin America has a few important agricultural exports which are not 
competitive with U.S. agricultural products (bananas, cocoa, and coffee), it 
also produces several important agricultural products which either compete in 
world markets with similar U.S. export products (particularly cotton from 
Mexico, Peru, Brazil, and a half dozen other countries of Latin America, and to 
a lesser extent, wheat from Argentina and Uruguay) or are protected for do- 
mestiec producers in the U.S. market (particularly sugar from Cuba, the Do- 
minican Republic, and Peru). 

The following sections summarize the nature of the various U.S. agricultural 
programs and present an analysis of the impact of those programs on the Latin 
American countries concerned : 


48998—60—4 
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U.S. AGRICULTUBAL PROGRAMS 
Price supports 


Current price-support policy has its origin in the Agricultural Adjustment 
Act of 1983 which was enacted after more than a decade of depression in the 
agricultural sector. This act was aimed at giving the farmer the same average 
purchasing power he had enjoyed during a period of comparative stability and 
prosperity from 1910 to 1914. The price which would accomplish this objective 
is called the parity price. . The successor to the 1933 act, the Agricultural Adjust- 
ment Act of 1938, provided that price supports were mandatory for cotton, wheat, 
and corn at between 52 and 75 percent of the parity prices for these commodities 
and that the Secretary of Agriculture could use his discretion with regard to 
supporting the prices of other agricultural commodities. Tobacco, peanuts, and 
rice were later added to cotton, wheat, and corn as the so-called basic 
commodities. 

During World War II, in order to stimulate production, the basic commodities 
plus 14 others were supported at not less than 90 percent of parity. It was 
intended that support at this high, inflexible level would be discontinued 2 years 
after the war. However, the wartime levels were continued into 1949 for 
the basic commodities and for some of the 14 others. 

The Agricultural Act of 1949 was intended to introduce flexibility into price 
supports at 75 to 90 percent of parity. However, it was not until the 1957 crop 
that such flexibility became fully effective. Efforts by the President to secure 
flexibility at lower levels, 60 to 75 percent instead of 75 to 90 percent, have not 
been successful. 

The actual process of supporting prices is.in the hands of the Commodity 
Credit Corporation (CCC). The methods used are loans, purchases, and 
payments. 

Under the loan programs, which are used for the basic commodities, the CCC 
makes loans to the farmer based upon a support price that is a certain per- 
centage of the parity price. Loans are normally repaid when the market price 
exceeds the support price. When the support price remains above the market 
price, the CCC takes over the farmer’s crop, which is in effect the collateral for 
the loan, and places the commodity in its inventory. The price at which crops 
are supported varies, depending upon the excess supply above what is consid- 
ered the normal supply—the greater the excess supply the lower the support 
price in the range of 90 to 75 percent of the parity price. Accompanying the loan 
programs are restrictions on acreage whenever supply is determined to be in 
excess of normal—the greater the excess the more stringent the acreage control, 
not necessarily to the point of limiting acreage to provide a normal supply 
(taking into consideration existing stocks), but, instead, tied to some specified 
minimum acreage, which varies for different crops, Another form of acreage 
control has been the so-called soil bank, introduced in 1956, by which farmers 
were paid to take acreage out of cultivation. 

Purchase programs have been used for dairy products and vegetable oils. 
Under these programs, the CCC undertakes to buy certain quantities at specified 
support prices. Payment programs have been used for sugar and wool, both 
of which are deficit commodities, i.e., commodities which the United States cannot 
produce in sufficient quantity to meet all of its requirements. Under these 
programs, the CCC pays the farmer essentially the difference between the price 
he is able to secure in the market and the higher support price. 

The effect of the price-support programs has been to stimulate agricultural 
production, not to control it in line with demand. What was needed after the 
end of the war was a return to price-support levels closer to those which obtained 
before the war or at least to levels that would not have encouraged farmers to 
produce more than could be sold. Instead, under the incentive of high price 
supports, and assisted by technological developments which have resulted in 
higher yields on smaller acreages, net agricultural production in the United 
States has risen by about 50 percent compared to prewar output. Moreover, as 
agricultural production increased, a corresponding increase in domestic con- 
sumption could not be expected. With higher levels of per capita real income, 
Americans were already consuming all the food and fiber they needed. The 
result has been a heavy accumulation of agricultural surpluses in the hands 
of the CCC. 

In 1952, the CCC had an inventory and loans outstanding which totaled $2 
billion ; in mid-1959 it had risen to $8.6 billion. As of June 30, 1959, the CCC 
had on hand or pledged for loans 7.2 million bales of cotton, 1.2 billion bushels 
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of wheat, and 1.5 billion bushels of corn. The value of these three commodities 
represented three-fourths of the CCC’s inventory and loans outstanding. These 
quantities were approximately 85 percent, 200 percent, and 50 percent, respec- 
tively, of annual domestic consumption of the three commodities. From the 
beginning of price-support operations in 1933 to June 30, 1959, the CCC had a 
net loss on these operations of $6.4 billion. The following table shows total 
CCC inventories and commodities pledged for loans and cumulative CCC losses 
on price-support operations as of June 30, 1959: 


Commodity Credit Corporation operations, as of June 80, 1959 
1. PLEDGED FOR LOANS AND IN INVENTORY 














{In millions} 
Commodity Unit Quantity Value 
Basie commodities: 

OU ok led i Deh. Bushel_........... 1, 455. 0 $2, 375.0 
ORO 503i - 4aitsnind sobecpaseessasaaasedeswgegs Bales .-ssnasisiys- 7.2 1, 219.0 
PED cenentnbavknngsennsse~cenesbclibnieee 1, tetteersabe st 150.0 20.0 
pr i PR Ne Hundredweight__- 8.4 62.0 
Debates. £454. eal aaa ON. 904. 0 588.0 
|) ere a natal isaicntenarapnmeet nde ida een Bushels:_......-.- 1, 235. 0 3, 083, 0 

Other commodities: 

COE 5 odd aein~ i weiss y -<hiigmecohnshutelegint sens PEE bce aietans 72.0 42.0 
RE tdi ieee ere inaneneaieh tiie AeA taip bene meee Pein aiaaishaacehenes 26. 0 9.0 
See I en eke ecb kane ade winnie GiGeisl wan 136.0 20.0 
Pe oie Lik oN oebiLi isi 0 sical il ocenk eons Bi cinisidinindidlina 2.0 -2 
PE OE. antag 346s igs enh beleeentdpce<cecclaance OP... ceaccdene 43.0 9.0 
BNI ait wnncrninnnnvitvcdncdantitinniibeitibenmanipamdtemad ti alah tin 144.0 155. 0 
Bees, Gry GdiDIG. ....2....~<ccecennssSudstien licens Hundredweight___ 5 4.0 
COORDORIOTE Cl oo civic ccnwscsncwnesstedddbathdansan Sane 40.0 5.0 
I te ir a an anh ee ee ene GS road 9.0 27.0 
Grain sorghtmiies 14. s2tl. se 2 dik aa Hundredweight__. 288.0 707.0 
a aninictges aiceeitnthtaaninddianheiliciasidancnctguds aang onaaaae I ae dena 224. 0 18.0 
TN I i a Se ae 11.0 1.0 
2 MERLE PLA A LE OR ROE I Bushel__.....___- 92.0 58.0 
Bye. ci. a chili Gl a ee Ch WJ O5i. ck. 9.0 11.0 
Soy ene... sk hb apie dectnnsnens bashntionnsd GO caseseneinte 76.0 166. 0 
Biratanlc aml Gaieel Te veniaccctcncocaesgabac bopndssendtnndcccctacichesutmncunaen 70.0 

Se a oe oo it neh dakonensnandinetabensindaest 8, 649. 0 

2. CUMULATIVE LOSSES ON PRICE-SUPPORT OPERATIONS 
[In millions of dollars] 
Commodity Cumulative 
net loss 

Basic commodities: 

$996 

71 

631 

172 

125 

6 

614 

200 
Other commodities: 

Butter and butter oil 606 

RE 383 

Dried milk_......... 686 

{etatess, ens sautsatcilubtihissousnccescdenatebaladdeitaitids Seicliiebina aa ccespladet taiesatnttaaahinhinainaaaiaaaaadaaaiinaade = 

ei denen ac tdthcecteicciceth 2 eteaescealliahd ia aceme eam dade inna inca d idabiaigaeiadniiaame: 

Fool i a Ta i eS 242 
ESL IE EAE LOLI TILA LEELA SLR LE ET 225 
Tisch niacecaritaheii log sacar celitsenpieenbcagdeen delagheaceatsa acebsieaioaninlendsecigdio lepine ictal 190 
pO eR OS TE SETS” 167 
GIT is iccscsassoch'scinesrgs ssa iced icicles seas lagsiclaneiaiceiniads cntintiadaaaadliaeade 620 

ia ctnne cctcitsnnccecsrinisttinancity cies inediiiletilinaiig aia aiid die hintnadichaaenianenniatiitiindaieamndias 6, 416 





oe Commodity Credit Corporation, “Report of Financial Condition and Operations,” as of June 30, 
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Import restrictions 


Shortly after enactment of the Agricultural Adjustment Act of 1933, it be- 
came clear that a mechanism for restricting imports of agricultural commodities 
would be needed in order to prevent imports from entering consumption, while 
domestically produced agricultural commodities were being taken over by the 
Commodity Credit Corporation under price-support operations. Accordingly, 
in August 1935, the now-famous section 22 was added to the earlier agricultural 
legislation. 

Section 22 of the Agricultural Adjustment Act of 1933, as amended, is the major 
means for restricting the importation of agricultural commodities into the 
United States. This section has been amended several times and revised in its 
entirety in 1948 and in 1950. The current version authorizes the President to 
impose quotas and/or fees on any raw or processed agricultural commodity 
whenever he finds, after proceedings before the Tariff Commission, that such 
imports constitute a serious threat to a program or operation sponsored by the 
Department of Agriculture. The Secretary of Agriculture has the responsibility 
for advising the President regarding the need for action under section 22 and 
may also recommend to the President that emergency action be taken to restrict 
agricultural imports without awaiting the recommendations of the Tariff 
Commission. 

At the present time, the following agricultural commodities are subject to 
import quotas, under section 22: 


Raw cotton Dried whole milk, dried skimmed milk, 
Cotton waste dried cream, dried buttermilk, malted 
Wheat and wheat products milk and compounds, and mixtures of 
Rye, rye flour, and meal or substitutes for milk or cream 
Butter and butter substitutes Tung oil 

Certain cheeses Peanuts 


Import fees are in effect, under section 22, on flaxseed and linseed oil and on 
peanut oil. 

The earliest restrictions were imposed in 1939 on raw cotton and cotton waste: 
imports of wheat and wheat flour have been subject to quotas since 1941; and 


all other section 22 restrictions have been imposed since 1953.° 


*During the period 1950 to mid-1953, restrictions were in effect on imports of dairy 
products under the Defense Production Act. 
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Following is a detailed tabulation of existing section 22 import restrictions: 


Import quotas and fees under sec. 22 of the Agricultural Adjustment Act of 1938, 
as amended—lIn effect August 1959 


A. QUOTAS 


Size of quota Type of quota Quota period 


Cotton: 
13 inches or more Aug. 1 to July 31. 
144 inches or more but less than | 6,065,642 pounds d Do. 
136 inches. 
Less than 156 inches Sept. 20 to Sept. 19, 
Cotton waste 5 509 ds Do. 
Wheat PP ocdhtenaeonmes May 29 to May 28. 
Wheat flour Ge Qowssb seed kk Do. 
Dairy products 
Butter 
Dried whole milk 
Dried buttermilk = : All dairy prod 
pounds product 
Dried skimmed milk 1,807,000 pounds import quotas are | “l! dairy produet 
Malted milk allocated among _ lod J i ; 
Cheddar cheese individual im- t ‘ee 30 wy 
Edam and Gouda cheese 4,600 porters. Oo SABE au. 
Blue-mold cheese 
ere ge cheese 
Butter substitutes 
Peanuts 1,709,000 pounds Aug. 1 to July 31, 
Rye, rye flour, and meal 186,000,000 pounds July 1 to June 30. 
pounds; all others, 
3,720,000 pounds. 
Country § Nov. 1 to Oct. 31. 


Flaxseed and linseed oil 50 percent ad valorem. 
ll = ee 25 percent ad valorem on imports in excess of 80,000,000 pounds; 
annually during the period July 1 to June 30. 


1 Latin American countries’ quotas: Mexico, 8,883,259 pounds; Brazil, 618,723 pounds; other countries 
133,734 pounds including specifically: Argentina, Haiti, Ecuador, Honduras, Paraguay, and Colombia. 

2 Latin American countries’ quotas: Cuba, 6,544 pounds. 

3 Latin American countries’ quotas: Argentina, 2,000 bushels; Mexico, Guatemala, and Brazil, 100 bushels 


each. 

4 Latin American countries’ quotas: Argentina, 14,000 pounds; Cuba, 12,000 pounds; Chile, Mexico, 
Panama, and Uruguay, 1,000 pounds each. 

5 Argentina, 22,100,000 pounds; Paraguay, 2,964,000 pounds; all others 936,000 pounds. 

Source: U.S. Department of Agriculture, Foreign Agricultural Service, “Import Controls Under Section 
22 of the Agricultural Adjustment Act, as Amended,’’ January 1959. 
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In addition to section 22, action to restrict imports of agricultural products 
has been taken by the Congress in a number of separate pieces of legislation. 
One series of legislation affects the importation of sugar. Beginning with the 
Jones-Costigan Act of 1934 and continuing with the Sugar Acts of 1937 and 1948, 
and amendments to the latter in 1951 and 1956, sugar marketings in the United 
States are limited by quotas. 

Finally, mention should be made of two provisions of the Agricultural Act 
of 1956 which pertain to restrictions on agricultural imports. Section 202(a) 
affects the importation of extra-long staple cotton (1% inches and longer). From 
1940 until this legislation was enacted, “‘very long” extra-long staple cotton 
(defined as extra-long staple, 1 11/16 inches and longer) was exempt from the 
import quotas on raw cotton because of the defense needs for this type of 
eotton, virtually all of which came from Peru. Section 202(a) put this type 
of cotton back under the quotas for extra-long staple cotton without changing 
the amount of the quota. It had the effect, therefore, of reducing the amount of 
extra-long staple cotton which could be imported into the United States. 

Section 204 of the Agricultural Act of 1956 authorizes the President to nego- 
tiate agreements with foreign governments whereby the latter would limit the 
export to the United States of agricultural commodities or products manufac- 
tured therefrom or textiles or textile products. This provision was included in 
the Agricultural Act primarily because of the desire to limit imports of textiles 
and textile products, although it was made broader to cover all agricultural 
commodities and their products. To date the President has not made use of 
this provision. 

Export assistance 


As a result of the price-support program and the increases in domestic pro- 
duction it stimulated, large. surpluses of agricultural commodities accumulated, 
despite restrictions on imports. These surpluses were further augmented by the 
growing competition which U.S. farm products were meeting in world markets. 
In these circumstances, extraordinary steps were necessary to assist agricultural 
exports. The programs designed toward this end included grants of agricultural 
commodities under the Marshall plan (later, under the mutual security program) 
and various emergency relief programs, such as wheat shipments to India and 
Pakistan ; sales for foreign currencies under the Agricultural Trade Development 
and Assistance Act of 1954, as amended (Public Law 480), and under section 402 
of the Mutual Security Act of 1954, as amended; the barter program, under which 
agricultural surpluses are sold in exchange for strategic materials; short-term 
credits by the Export-Import Bank to permit procurement of agricultural com- 
modities in the United States; and subsidies on exports of agricultural com- 
modities. 
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The following table shows the growing importance of these programs to U.S 
agricultural exports: 


U.S. agricultural exports, 1951-52 to 1957-58 
[In billions of U.S. dollars} 


Exports Programs as 
Year under Commercial Total percent of 

Government exports exports total 

programs 
WER BEDis thon <n totcneenenneesnenseunnatan 0.9 3.2 4.3 22 
Fee cs sa dee nb cobstactatusesbeces 5 2.3 2.8 18 
FOS a reccccninndnconatioeneiateenbeaseee 7 2.2 2.9 24 
Pic cacinsncundedtansiebhsetaenal 9 2.2 3.1 30 
ao incs sbi snrinntnniods eniaaadidietdaaaaias 1.4 2.1 3.5 AU 
We sates sees ER Bile c te teob¥soe 1.9 2.8 4.7 42 
WOGF=OF.. «200 one nn nnshdstdswlnh- BE W6 1,2 2.8 4.0 


1 Does not include sales of CCC commodities on subsidized basis unless exported under another program. 


Source: U.S. Department of — data and OEEC, ‘‘Third Report on the Agricultural Policies 
in Europe and North America,” 


The following tabulation gives a breakdown of agricultural exports by com- 
modity, for the 1956-57 crop year: 


U.S. agricultural products exported under Government programs and through 
commercial channels, 1956-57 


[In millions of U.S. dollars) 







Exports under Commercial 
Government exports Total 
Commodity program ! 


Value | Percentage} Value | Percentage} Value | Percentage 


LivegeOGH DEOAUOS...... onncnccnacccesnecee 
Vegetable oils and seeds_.......2.-........ 
rr and vegetables... = 


S| 82assve 








1 Does not include sales of CCC commodities on subsidized basis unless exported under another program. 
3 Wheat 69 percent; corn 57 percent. 


' ar OEEC. ,“Third Report on the Agricultural Policies in Europe and North America,” October 
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It is to be noted that the foregoing tabulations do not include, under Govern- 
ment program exports, subsidized sales by the CCC, unless such exports were 
also assisted by another program. If subsidized exports which were handled 
on a commercial basis (as distinct from exports under Public Law 480, under 
the mutual security program, under the barter program, etc.) were included 
under Government program exports, the latter figures would in most cases be 
substantially higher. 

With the introduction of various export assistance measures, the U.S. share in 
world exports of agricultural commodities increased from the prewar period for 
all major commodities except cotton, which stayed the same, and tobacco, which 
declined somewhat. It should be noted, however, that the U.S. share in world 
agricultural production did not change from the prewar level except for a 
decline in cotton and an increase in soybeans. This comparison is shown in the 
following tabulation: 


U.S. share in world" exports and production of selected agricultural products, 
annual average 1934-88 and 1955-57 


Percentage share in world | Percentage share in world 
exports 





production 
Commodity 
1934-35 1955-57 1934-35 1955-57 
MI coon | scien ein ataiamabbinedemmeeae 6.4 46.1 21.0 20. 2 
ea econ 12.0 28.7 12.5 13.7 
1 ES Re eee 5.9 29.3 31.0 37.1 
Es Aten nn chen cbacawceiae 9.0 63.9 59.3 59. 2 
MN a hee ese S aes dik cn idle 8 14.8 1.0 1.8 
a cas, shi cients tinal 43.0 43. 6 51.9 35. 5 
a si edna 41.0 37.6 30. 2 32.3 
GUS Rss ss os ae 2.3 82.0 9.5 61.3 





1 Excluding the Soviet bloc. 
2 Production data relate only to wheat; export data include wheat flour. 


Source: FAO data as reported in United Nations, ‘World Economic Survey,’”’ 1958. 


At the present time, the major means of Government export assistance for 
agricultural commodities are through sales for foreign currency, barter pro- 
grams, and export subsidies.’ 

Sales for foreign currencies of surplus agricultural commodities are under- 
taken under title I of Public Law 480 and section 402 of the Mutual Security Act. 
Authorizations under title I have totaled $6.25 billion since Public Law 480 
was enacted in 1954 to reimburse CCO for the agricultural products which it 
makes available for delivery abroad as well as for the expenditures incurred 
by CCC for processing, packaging and transportation. A further authorization 
of $1.5 billion per year for 2 years was enacted by Congress at the 1st session 
of the 86th Congress. As of June 30, 1959, title I programs had been entered 
into with the governments of 37 countries. The CCC cost of these programs 
totaled $5.1 billion, including ocean transportation. The market value of these 
commodities ($3.7 billion) was about 73 percent of CCC costs. In terms of 
market value, the most important category of agricultural commodities under 
title I programs has been wheat and wheat flour, representing 43 percent of the 
total; cotton has ranked second with 19 percent of the total; and fats and oils 
third with 16 percent. The following table presents detailed figures on title I, 
Public Law 480 sales agreements signed from the beginning of the program 
through June 30, 1959, the commodities involved, and uses to which the foreign 
currency is put. 


7 Exports of agricultural commodities are also currently assisted by Export-Import Bank 
loans, emergency relief shipments under title II of Public Law 480, and distribution to 
needy persons overseas Groat nonprofit organizations under title III of Public Law 
480. uring the fiscal year 1959, $60 million of short-term credits were made > 


for export of agricultural commodities by the Export-Import Bank. In the same peri 


$55 million of agricultural commodities were authorized for export under title II and HT 
million under title III of Public Law 480. 
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eee Operations under title I, Public Law 480 (July 1, 1954—June 30, 1959) 
dled ' 1. COMMODITIES IN SALES AGREEMENTS 
nder ) , 
Values in million dollars 
uded 
s be 
: Commodity Quantity Market 
= ' values ! 
re in | " 
ifor | . 
‘hich Wheat and flour (1,600 Hutehela)......--........--5 22.22.22. etadsé 842, 635 | z, 410 
orld =| DERE cos eepsisceey eeerbetcbdwemndh sk aria nde emenee atin 85, 211 144 
or a } a le cin Se ee ot eee eee nagndshaene 8, 830 14 
th oS ERS BS ES ee 8 eae A Ps ES EN 8, 546 16 
1 the Web 2 oc. bd ee. bisa ci hdc Ad cle ee ata i alo 3 
RG cnc. cenbstqgesth<canhegrdantnrd(n shading eee ema eeh aan > 2 
WR cticcenctenuscie nator cern ate ooeaaeetean eae eaten 8, 707 15 
ucts, Dokal; Latin: Ags. asd itdnsse~ Secchi Shs Ea d- i setesss 113, 905 194 
' SS 
Fee Ge Lee WE « > boc cocscnekachuianseciuetebaresaboanedeambed 210, 054 247 
i RR inte dithiniteincciten debit tidtdinncits stitial Sa a 11, 227 4 
world pee ng ee 20, 484 27 
i 1, 768 2 
57 "IO, SatENE BNA ss. 5i 5 don corenn cecal acddede obieb inte oiotes 33, 479 33 
Rice (1,000 Mandred weight) nid. Josie wcdiccdi shaccgue. send pal--dy meee 33, 465 213 
= APOE O NO 5. icd estas anes <4 ened see ibdity die odie sian aennanar Wan ceamaiadiis ‘ 772 5 
37.1 Peru..... c+ ndsienednncetab akuseontein dumeeeensnaenmsednadmmanammaes 652 4 
7. Total, Latin America__....-- sins Leclidheaalaai tir a incl qoaiglch iy alilad aE TS a 1, 424 9 
= ; ' Oomak CASS Hekeh) ao. 2s ee A ed a... . LS 3, 986 616 
= i os ce he bal 43 > 
' RINE isn: canons octaronldinth= aieiatopincen adnns aalantinte eae ee aaa aii 72 12 
} a oo. edd Jo ce endive cdaddadodocccbabwtbabbtostdakedhded 3 @) 
| WOOT wi cos dnd - 50 sk i sa Sh isd ah ot. Shab ect epeocna 21 4 
Seely RANGSIR RIOD So care oe trates os wspamnnins edhe eidgndeiogh enue tederaaiema clea 139 23 
Towaeco (4,000 nen da) os) < 56.5 co bicin pre ess hank nies ldo cb betldnndasrodeephyseies 250, 100 181 
ep for — —- 
ro- RIDE; Sicenncwesede Setnse<statice Madde tgnnstonh celeb erate metetin 277 1 
I Rome. 50S ee ESS isl id ketn cha asian ae ee ede 425 () 
Colombia 427 1 
nder- PGI isdn. Ssikk tnd dalccdeedialataas aitlgnat belie Aetna teeran ete soil 419 1 
r Act. RO QI 5. - 45-ncwingae no genwemawannen rbeghsanstesdheseenan-thesetreosuaped 6,778 6 
y be Leap, eatin MMMM 5 i sliy ns'cy ~ dys aea a dga edith Unidata dan be 8, 326 9 
icn 1 —_————— —— 
urred Fast apd OG (1,000 potatiiny 02 ee ee ea 3, 631, 270 526 
ation Argentina__.._.......-..--.----- saith Ltt cnikaehincissibeae i MAD Die 365, 327 54 
‘ssion — ncidabccsknscabtnnshesscrghehs wide tate 5 kuse<eligiaeeeinethiodheae 23, ne 4 
} Didanerencmendsantnenasdadimenss $acahcchapbethetiaeatnwtspnadeehanane 15 
tered aa... ae eee et ee 35, 585 6 
rams Weta kk tL whined Soccedeee Seared tide mete eaten. 27, 026 4 
these IG eicscnnnaianiahine~ unease 66oi pi Rink ees abiitedeeee 3, 521 1 
ns of SAA sean onan ates snd> diab —) == aati enmhananiaaaee 7, 964 1 
under Total; Latin ‘Apeeriee 5.22000 2k tii AL BOB in iA: 558, 018 85 
of the i ————— = 
di oils i Dairy: prodwsts (1,000 pounded ois. . asis sa nwddb) beds 5 shad ceeds 285, 526 48 
itle I, | Brasil spent ntecnonnn enon 6, 257 - 2 
gram SUNN hd 0b a Sb bbmnckicdcnedts sind sin stdatadbdbhatiands Séthdeaaueueie 1,941 2 
. } PRIUS i nike hh adhd. ~- She dada cee <oRasbb ese Ohba eee 917 (2) 
reign PONG Soo ccc bc pe ec e ee  g ce gee ct tee eee been 957 (2) 
| ES 
i Total, Latin America...................-..-..- tL JER ASS 10, 072 2 
t Bank Other: 4 r 
ion to Ronn on cen amachwicanss athena tai ee tee cleee same ek Re eae tk oie ates nase eae 65 
claw i Total, latte Atenas. ie i ae a eeeaetscre @) 
allable i fee ae ie * 
period, 
d $199 1 Excluding ocean transportation. 


2 Less than $500,000. 

3 The only commodity going toa Latin American country from the ‘‘other’’ category was 10,000 hundred- 
weight of hay and pasture seeds to Chile. 

‘Includes: Poultry, 17,400,000 pounds; dry beans, 591,000 hundredweight; fruits and vegetables 176 
200,000 pounds; meat, 120,900,000 pounds ;hay and pasture seeds, 10,000 hundredweight. 
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USES OF FOREIGN CURRENCY 


{In million dollar equivalents] 














Total Loans to | Loans for | Payment 
Country amount in | Common | private en-| economic of U.S. Other 
agreements 5} defense terprises develop- | obligation-| uses ® 
ment tions 

FN ccs cinie A acs inte akemieibnin 3, 703. 3 307.8 223.7 1, 766. 4 566. 7 838. 7 
RORUNRN. £265 in. ocnnccewl CS Pe eS 8.2 36.5 13.1 6.3 
ONE. + . b dilith dn tncdacueseeinan 179.9 , Hf Marcas 149.2 21.8 6.9 
Oe Re a 39.6 1 Do cdbaanes 31.7 5.8 2.0 
oo ae eee & 39.3 1 3.4 25.3 6.7 3.8 
so ncadenwcnel ET Bite ice Sealine 5 7.2 om ‘2 
NS 6 SI iin cn minted | iG i Catiasmmunthicean! 7.1 13.6 2.9 4.6 
OS RADE thin ew Se eee ee 2.2 .6 a 
WOW th eee els oc cdenches 25. 2 1 1.9 16.1 3.5 3.6 
LO ncuntnsnwncanibiiiiitinieciiads: TS Wt ae 3.0 6.3 1.0 2.1 
401.6 2.3 24.1 288. 1 56.5 30. 6 


5’ Market value, including ocean transportation. 

* Include grants for economic development, market development, purchase of strategic and critical mate- 
rials, procurement of military equipment and facilities, purchase of goods and services for 3d countries, 
finance international educational exchange, etc. 


Source: H. Doc. No. 206, 86th Cong., Ist sess., “Tenth Semiannual Report on Activities Carried on 
Under Public Law 480, 83d Congress, as Amended.” 


During fiscal year 1959 exports under title I agreements accounted for 52 
percent of total U.S. exports of wheat, 11 percent of corn exports, 26 percent of 
rice exports, 21 percent of cotton exports, and 66 percent of cottonseed and 
soybean oil exports. 

The foreign currency accruing from title I sales can be used for a number of 
different purposes which are enumerated in the act. These purposes include 
loans for economic development, loans to private enterprises, payment of U.S. 
obligations abroad, purchase of strategic and critical materials, and development 
of new foreign markets for U.S. agricultural commodities. From the beginning 
of the program through June 30, 1959, the largest use of local currency under 
the title I agreements has been for loans for economic development. Almost $1.8 
billion (nearly half of the total market value of $3.7 billion) of the resultant 
local currencies have been designated for this purpose. 

The other program for the sale of surplus agricultural commodities for foreign 
eurrencies is undertaken under section 402 of the Mutual Security Act. This 
section provides that not less than a specified amount ($175 million in fiscal 
year 1959) of the funds authorized under the Mutual Security Act (other than 
for the Development Loan Fund) be used to finance sales of surplus agricultural 
commodities for foreign currencies. Over the last 5 fiscal years, the following 
volume of sales has taken place under this provision: 


{In millions of U.S. dollars] 


TE —-inaeey homme lceae sini anaan SE IR eee a ks ae 227 
Pieris cinmnantinlpmnminvaiimeemeii EE imi eccsey ea serene pe eaningts 179 
TT rit dhicgnabigreenmnnnns 396 


The foreign currencies accruing from these sales are used for the purposes of 
the Mutual Security Act as well as for those purposes of title I of Public Law 
480 which are in harmony with the Mutual Security Act. As of June 30, 1959, 
$282 million from cumulative sales under section 402 have been loaned to pur- 
chasing countries. 

Barter programs are undertaken under title III of Public Law 480, Under 
such programs, sales of U.S. agricultural surplus commodities are linked with 
the purchase of strategic materials, not necessarily originating in the countries 
buying the surpluses. The main incentive to such barter arrangements has been 
that the surplus commodities acquired by private U.S, firms for shipment abroad 
could be paid for with imported strategic materials over extended periods of 
time. This made it possible for firms which arranged such deals to utilize the 


eash accruing from the sales of agricultural commodities in the interim before 
strategic materials had to be shipped. Until the early part of 1957, when the 
CCC ruled that surplus shipments should not replace normal U.S. exports, the 
barter arrangements apparently displaced normal U.S. commercial trade to a 
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considerable extent, particularly exports to a number of Western Huropean 
countries and Japan. Barter contracts entered into from the inception of Public 
Law 480 in 1954 to June 30, 1959, totaled almost $1.1 billion. 

Substantial quantities of agricultural commodities have been shipped under 
these barter transactions. From 1954 to June 30, 1959, these shipments have 
included: 232 million bushels of wheat and wheat flour, 132 million bushels of 
corn, and 1.9 million bales of cotton. The significance of barter to U.S. agri- 
cultural exports can be seen from the fact that, during fiscal year 1959, 18 
percent of U.S. rice exports, 13.5 percent of cotton exports, 7 percent of corn 
exports, and 5 percent of wheat exports resulted from such transactions. 

Heport subsidies have played a major role as an incentive to agricultural 
exports. Even with the export assistance provided by the programs enumerated 
above, it was found that exports to some markets could not take place because 
the U.S. agricultural commodity was not competitive with the foreign-grown 
product. The best example of this situation was the failure of Italy to import 
a substantial quantity of cotton from the United States after a title I, Public 
Law 480, agreement had been signed, because U.S. cotton was higher priced than 
cotton grown in most other countries. To the Italian mill which paid lira for 
the cotton which it purchased, no matter where the cotton was procured, the 
price of the raw material was the important consideration. Only after the 
United States instituted export subsidies and U.S. cotton became competitive did 
Italy import the cotton provided for in the Public Law 480 agreement. 

Subsidies on wheat were introduced in 1949 for exports under the Inter- 
national Wheat Agreement; in 1953 they were extended to cover all exports of 
wheat. Subsidies on butter and cheese exports were introduced in late 1954. 
Subsidized export sales of certain types of upland cotton below domestic prices 
started on January 1, 1956, and subsidies were extended to all types of upland 
cotton early in 1956, effective August 1 of that year. 

The authority to subsidize exports rests with the CCC, under section 407 
of the Agricultural Act of 1949, as amended. Under this section, the CCC “may 
sell any farm commodity owned or controlled by it at any price not prohibited 
by this section.” Export sales are specifically excluded from the minimum 
price provisions stated elsewhere in this section of the act. 

When the extended cotton export subsidy program got underway, the Con- 
gress did not feel that the CCC was acting boldly enough. Accordingly, section 
203 of the Agricultural Act of 1956 was added to the legislation before it was 
enacted, directing the CCC “to use its existing powers and authorities im- 
mediately” to sell cotton for export “at prices not in excess of the level of 
prices at which comparable qualities are being offered in substantial quantity 
by other exporting countries * * *.” Since world cotton prices were lower 
than the U.S. price, the CCC increased the rate of subsidization on cotton 
exports. 

The same section also set as the goal for cotton exports a quantity which 
“will reestablish and maintain the fair historical share of the world market 
for U.S. cotton” as determined by the Secretary of Agriculture. What such 
a “fair historical share” for U.S. cotton is has never been announced officially 
by the Department of Agriculture. An annual level of exports of 5 million 
bales has been accepted in cotton circles as the CCC goal. 

The effect of section 203 is that the U.S. Government must continue to sub- 
sidize cotton exports so long as the U.S. domestic price is above the world price, 
no matter how large the existing surplus is. It should also be noted that the 
institution of export subsidies on raw cotton led to the institution of subsidies 
on the cotton content of exports of cotton products and manufactures, including 
everything from cotton waste to cotton apparel. In turn, these actions have led 
to retaliation by certain countries; they imposed countervailing duties on U.S. 
cotton textiles to protect their own industries. The cost to the United States 
of subsidies on cotton products has totaled $40 million since its inception in 
1956. 

THE IMPACT ON LATIN AMERICA 


In evaluating the impact of the U.S. agricultural programs described above, 
there are a number of caveats which should be borne in mind: 

1. It should not be assumed that these programs have all been harmful to 
Latin American countries. In fact, the first part of this section will discuss 


certain aspects of the programs which have been beneficial to Latin American 
countries. 
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2. In considering the adverse effects of U.S. programs on Latin American 
economies, there may well be factors other than the programs themselves which 
may have adversely affected the Latin American country concerned. Thus, 
whether a U.S. surplus disposal transaction may have affected the ability of a 
Latin American nation to export to a third country may be an academic ques- 
tion. This would be the case if a particular country’s export availabilities had 
already been reduced by drought or some other circumstance at the time when 
the surplus disposal transaction occurred. 

3. Even though a Latin American nation may have been critical of the 
United States for the adverse effect on its economy of a Public Law 480 
transaction with a third country, it may very likely have itself entered into a 
Public Law 480 agreement with the United States. Thus, there have been situa- 
tions where one country may have been hurt by a transaction under a U.S. 
program and helped by a transaction under the same or another prograin. 

All of these reservations add up to the fact that, in analyzing the impact of 
U.S. agricultural programs on the countries of Latin America, the situation in 
the aggregate may not be either black or white. At best, there is a large gray 
area within which can be discerned both beneficial and adverse effects on the 
economies of individual Latin American countries during some particular 
period of time and in certain specific ways. Following is an attempt to 
analyze the impact of U.S. agricultural programs within this gray area. 


Beneficial impact 


The U.S. agricultural programs discussed above have, in at least three respects, 
been beneficial to the countries of Latin America. The agricultural price support 
programs of the United States have ironically provided an incentive not only 
for increased output in the United States but also in foreign countries, including 
those of Latin America. The U.S. programs of export assistance have helped 
countries of Latin America increase their imports of agricultural products from 
the United States, or at least allow them to maintain a level of imports which 
might not otherwise have been possible. These programs have also provided for 
the use by recipient countries on a loan or grant basis of part of the foreign 
currencies accruing from the sale of U.S. agricultural surpluses. 

1. U.S. agricultural price supports have stimulated Latin American agricul- 
tural production and exports.—In the post-World War II period, high and inflex- 
ible price supports on agricultural commodities for which the United States 
enjoyed a substantial share of world trade stimulated lower cost foreign pro- 
ducers to expand their output and to place their export surpluses on world 
markets at prices under those of the U.S.-grown commodity. Cotton and, toa 
lesser extent, wheat were the two commodities in Latin America whose produc- 
tion and export were stimulated in this way. 

Cotton production in Latin America increased from 2.8 million bales (of 478 
pounds net weight) to 5.2 million bales in the two decades from 1934-388 to 
1954-58. This increase represented a compound rate of growth of around 3 
percent per annum, as compared with a rate of growth for cotton production in 
the free world as a whole of less than 1 percent per annum in this same period. 
There can be little doubt that a major factor in this increase was the role 
which the U.S. price-support program played in keeping world prices high. 

The major beneficiary of this increase was Mexico, whose cotton production 
rose from 302,000 bales in 1984-38 to over 2 million bales 20 years later. Mexico’s 
cotton exports grew from 105,000 to 1.5 million bales. Nicaragua, Bl Salvador, 
and, to a lesser extent, Guatemala, developed into sizable cotton producers and 
exporters during this period. Latin America’s share of free world trade in 
cotton rose from 14 percent during 1934-38 to 24 percent 20 years later. The 
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following tabulation compares cotton output and exports in specific Latin 
American countries between 1984-38 and 1954-58: 


Cotton production and ewports of Latin American countries, 1934-38 and 1954-58 
{Im 1,000 bales of 478 pounds net weight] 


Production Exports 
Country Dict cn esenanetia ete eta anak ani 
1934-38 1954-58 1934-38 1954-58 

APRA sn os cock dw ntda db chednnlelbél 254 562 133 52 
ORME co oieh- aid 34a Sb ch cphcde as 44s bore i ahd 1, 793 1, 460 1, 065 613 
pS CRATES EO Cie eS peel 4 EE epetat dann 104 
Heenan Rs Fee rc eeeecee 1 Be toes debe 35 
nti rins ners sensisiesicatendamntiarintesliiainateaiiaheediaead 302 2. 046 105 1,495 

TE A tela. n > cr sylibanbosctbosieumesnt= 4 197 4 
TUE ET Tas nese cinlieitin inchdniasicataiinieiiaeieaiegininnal 386 482 348 423 
OUR ied sce See debbie tee eies ie 92 219 73 39 
Se eB EL st 2, 836 1 5, 167 1,728 2 2, 920 


1 Percentage increase, 82 percent. 
2 Percentage increase, 69 percent. 


Source: International Cotton Advisory Committee data. 


Accompanying the substantial growth of Latin American cotton production 
and exports there was an increase in domestic consumption in Latin America 
which probably could not have occurred to the extent it did had local supplies 
not been available in increasing volume. Almost all the countries of the region 
promoted the development of their textile industries in order to satisfy the in- 
creased demand for clothing and to substitute for imports. Between 1934-88 
and 1954-58, consumption of raw cotton in Latin America increased from 1.2 
million to 2.9 million bales. 

The impact of U.S. price supports on wheat production in Latin America was 
not as significant as in the case of cotton, primarily because (a@) increased 
domestic demand absorbed much of the increased output of newer producers 
(such as Mexico, Brazil, and Uruguay) ; and (0) the export availabilities of the 
major exporter, Argentina, tended to fluctuate from year to year. Furthermore, 
as early as 1949 the United States introduced export subsidies on wheat for 
shipments under the International Wheat Agreement, thus establishing a com- 
petitive position for a large portion of its wheat exports. In 1953, these sub- 
sidies were extended to all other wheat exports. As previously noted, it was 
not until 1956 that U.S. cotton became competitive in world markets. 

Between 1934-38 and 1952-55, Latin American wheat production increased 
from 8.1 million to 9.5 million tons. The increase for countries other than 
Argentina was substantial—from 1.9 to 3.6 million tons. Argentine output de- 
clined slightly. At the same time Latin American wheat exports declined— 
from 3.4 to 2.6 million tons—and its share of world trade in wheat dropped 
from 20 to 10 percent. 

2. U.S. export programs have helped Latin American countries to increase 
their imports of U.S. agricultural commodities or maintain a level of imports 
which might not otherwise have been possible.—Not only have U.S. export sub- 
sidies assisted normal commercial exports to Latin America, but Public Law 480 
programs have also played a major role in such trade. Under title I of Public 
Law 480, the United States has sold just over $400 million worth of U.S. agri- 
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cultural commodities to nine Latin American countries (Argentina, Brazil, Chile, 
Colombia, Ecuador, Mexico, Paraguay, Peru, and Uruguay) for their own cur- 
rencies. From the inception of Public Law 480 in 1954 to June 30, 1959, these 
sales included 114 million bushels of wheat, 33 million bushels of feed grains, 
1.4 million hundredweight of rice, 139,000 bales of cotton, 8.3 million pounds of 
tobacco, 10 million pounds of dairy products, and 558 million pounds of fats 
and oils. 

Emergency needs, due to crop failures or natural disasters, have been taken 
eare of under title II of Public Law 480, Commodity grants totaling $37.5 
million have been made by the United States to Latin American countries, which 
otherwise might not have been able to cope with the emergency involved. The 
largest single recipient has been Bolivia, with a total of $17.2 million, mostly 
in bread grains and rice; Peru has received $12.7 million; other Latin American 
recipient countries have been British Honduras, Costa Rica, Guatemala, Haiti, 
Honduras, Mexico, and Uruguay. 

Under title III of Public Law 480, needy persons in various Latin American 
eountries have received 116 million pounds of foodstuffs valued at $81 million. 

The effect of U.S. export-assistance programs on Latin American imports 
of U.S. agricultural commodities can clearly be seen in the case of cotton. In 
the 2 years before Public Law 480 was enacted, U.S. cotton exports to Latin 
America averaged 60,000 bales, annually. In the first 2 years of Public Law 480, 
before export subsidies on cotton came into effect, U.S. exports to Latin America 
remained virtually unchanged, averaging 58,000 bales annually. In the next 2 
years, with both Public Law 480 and an export subsidy, U.S. cotton exports to 
Latin America increased to 179,000 bales annually. 

8. Foreign currencies accruing from surplus agricultural disposals are being 
used for the benefit of Latin American countries.—The foreign currencies accru- 
ing from these title I, Public Law 480 sales are being put to productive use. The 
largest single use of the currencies from these sales with Latin American coun- 
tries has been as loans to the governments concerned for economic development 
purposes. A total of $288 million has been allocated for this purpose. Another 
$24 million has been earmarked for loans to private enterprises operating in these 
countries. 

Some of the projects in Latin America involving the use of loan funds accru- 
ing from Public Law 480 agreements include : 


Argentina ($18.2 million) : 
Program to increase beef production. 
Aid to universities. 
Contributions to National Committee of Atomic Energy, 
Brazil ($62.2 million) : 
Construction of grain elevators and warehouses. 
Extension and rehabilitation of railways. 
Electric power production. 
Steel manufacturing. 
Chile ($30.9 million) : 
Highway and port improvement. 
Irrigation, drainage, and forestry. 
Food processing centers. 
Housing. 
Coal industry. 
Colombia ($14.6 million): Development of mining, lumber, and livestock 
production. 
Ecuador ($4.9 million) : 
Loans to agricultural producers. 
Highway improvement and maintenance. 
Industrial development. 
Paraguay ($2.1 million) : 
Highway and bridge construction and improvement. 
Airport development. 
Sewerage system. 
Agricultural development. 
Peru ($11.2 million) : Irrigation, land development, and dam construction. 


Adverse impact 


Two types of agricultural programs in the United States could have an ad- 
verse impact on the economies of Latin American countries—the programs of 
assistance to U.S. agricultural exports and the restrictions on imports of agri- 
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cultural products into the United States. The first type of program could ad- 
versely affect exports of Latin American agricultural products to third countries 
(including other countries of Latin America), while import restrictions could 
adversely affect the ability of Latin American countries to earn dollars in the 
U.S. market, thereby limiting their ability to import agricultural and other 
products from the United States. 

1. US. Government agricultural export programs have upset the normal trade 
patterns of Latin American countries.—These programs have come under con- 
siderable attack from Latin American producers and exporters of competing 
products. They feel that, through its subsidies, barter, and local currency sales 
(which in most cases also involve commitment by the purchasing country to buy 
specified quantities of the commodity in question for dollars), the United States 
is engaging in unfair competition. The Latin American governments, with their 
relatively limited resources, cannot adopt similar programs. They are not in a 
position to hold substantial stocks of wheat or cotton, nor can they support ex- 
port subsidies or sales of any substantial magnitude for nonconvertible curren- 
cies. 

Cotton and, to a lesser extent, wheat have been the major commodities in- 
volved in U.S. programs which, it is claimed in Latin America, have had adverse 
effects on that region’s export trade. Thus, the cumulative effects of the U.S. 
cotton program have been graphieally described by the Mexican delegate to the 
16th plenary meeting of the International Cotton Advisory Committee in May 
1957. In his address, which was directed to the export subsidy on cotton estab- 
lished by the United States in 1956, he focused on the following points: 

(a) During the early part of the 1955-56 cotton year, there was considerable 
uncertainty as to what the U.S. policy on cotton exports would be. On August 
12, 1955, the U.S. Department of Agriculture announced that, beginning January 
1, 1956, 1 million bales of short-staple cotton in CCC stocks would be sold on a 
subsidized basis for export. In February 1956, it was announced that this pro- 
gram would be extended to all CCC upland cotton, with exports to begin August 
1, 1956. The price declines which followed these announcements as well as the 
uncertainties that preceded them cost Mexico $30 million in foreign exchange 
earnings on exports during the 1955-56 season. 

(b) The announcement by the United States of a subsidized export program 
caused Mexican farmers to reduce their acreage for the 1956 crop (to be marketed 
during the 1956-57 season). The reduction in acreage caused a decline in the 
cotton crop of about 375,000 bales, which, in turn, cost Mexico $48 million in 
foreign exchange earnings and $105 million in national income. 

(c) The reduced CCC export price cost Mexico $42 million in foreign exchange 
earnings on cotton exports during the 1956-57 season. (The price of Mexican 
cotton, c.i.f. Liverpool, fell 6 cents a pound from August 1956 to July 1957.) 

(d) In order to compete with the United States, the Mexican Government had 
to reduce its export duty on cotton for the 1956-57 season.’ This cost $12.5 
million in fiscal revenues. 

(e) The reduced cotton crop during 1956-57 resulted in 150,000 tons less cot- 
tonseed. Since Mexico has a deficit in vegetable oils, this meant that Mexico had 
to spend foreign exchange to import fats and oils to cover the deficit, domestic 
oe these products went up, followed by unemployment in the cottonseed-oil 
ndustry. 

(f) Rural underemployment, already serious, was further aggravated by 
reductions in the cotton acerage; fixed expenses, such as payments on machinery, 
became more difficult to meet; and commercial and industrial activity in the 
sanaeeaa where economic activity hinges on cotton production was seriously 
impa ° 

The position taken by the Mexican Government is similar to that of other Latin 
American countries. The Brazilian delegate to the 1958 meeting of the Interna- 
tional Cotton Advisory Committee commented: “The aggressive U.S. policy, 
which has hindered any improvement in international cotton prices, resulted, as 
could be expected, in a drop in the average unit value of Brazilian exports, with 
inevitable adverse effects to our national cotton economy.” 

The Peruvian delegate, at the same meeting, said: “The sales made through 
the U.S. cotton surplus disposal program at a price below the domestic market 
is tantamount to dumping on a large scale.” He undoubtedly had in mind the 





®*From 5.34 ; 
snessaeaieee 8.75 cents per pound for Middling 11$;inch cotton. It has not been 





56 UNITED STATES AND LATIN AMERICAN POLICIES 


displacement of Peruvian cotton by U.S. cotton in Chile and Colombia. During 
the 1955-56 fiscal year, the United States entered into a title I, Public Law 480 
sales agreement with Chile under which, among other items, 43, 000 bales of U.S. 
cotton were to be shipped to Chile for pesos. Of this amount, 31,000 bales were 
shipped during the 1956-57 fiscal year and the balance during 1957-58. Chile 
had previously imported fairly substantial quantities of cotton from Peru— 
46,000 bales during 1954-55 and 78,000 bales during 1955-56. During 1956-57 
Chile’s imports of cotton from Peru fell to 8,000 bales. 

Under Public Law 480 agreements Colombian imports from the United States 
amounted to 27,000 bales of cotton during the 1955-56 fiscal year and 14,000 bales 
during 1956-57. Peru had exported 9,000 bales to Colombia in 1954-55 and 
18,000 bales in 1955-56. During 1956—57, these exports fell to 1,000 bales. 

The Secretariat of the United Nations Economic Commission for Latin America 
has made a comparison of changes in cotton imports of four Western European 
countries, between the first half of 1956 and the first half of 1957. This compari- 
son, shown below, indicates that in this period these countries’ imports of U.S. 
eotton increased by $213 million while imports of Latin American cotton declined 
by $53 million : 


Changes in cotton imports of 4 Western European countries, 1st 6 months of 
1956 and 1957 


{In millions of dollars] 


Imports from | Imports from 
Country the United Latin 
States America 


United Kingdom Mf 
Federal Republic of Germany —51 
+12 

—5 


"tal;4 Gotentbies. 0: bse ile Ce i Leckibs. tet dit. —53 
Source: Economic Commission for Latin America, “Economic Survey of Latin America,’”’ 1957. 


The impact of U.S. export assistance for wheat may not have been as disadvan- 
tageous to Latin America as that provided for cotton. The International Wheat 
Agreement has provided a basis for cooperation among exporters and some 
degree of price stability for wheat since 1949. Furthermore, crop shortfalls in 
a number of Buropean countries and Argentina reduced export availabilities in 
1956, opening markets for greater U.S. exports than in the years immediately 
before (and after) 1956. 

The major Latin American beneficiary of U.S. export assistance for wheat in 
this period was Brazil. During the 1955-56 fiscal year, the United States agreed 
to sell Brazil 20.2 million bushels of wheat for cruzeiros. In the following year, 
an agreement was entered into for an additional 65 million bushels of wheat. 
Argentina and Uruguay both objected to these transactions, because of the 
impact they would have on important and traditional markets for their wheat. 
The pattern of Brazil’s imports of wheat were, in fact, changed as a result of 
these agreements with the United States. During 1953-54 Brazil imported 41 
million bushels from Argentina and 0.3 million bushels from the United States; 
2 years later, Brazil imported 34 million bushels from Argentina and 18 million 
bushels from the United States; and in 1957-58, Brazil imported 27 million 
bushels from Argentina and 11 million from the United States. 

A comparison of wheat imports from the United States and from Latin Amer- 
ica by the same four countries of Western Europe as in the case of cotton, in the 
first 6 months of 1956 and 1957, as tabulated below, indicates that in this period 
wheat imports from the United States increased by $64 million, while imports 
from Latin America declined by $20 million. 
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Changes in imports of wheat by 4 Western European countries 1st 6 months of 
1956 and 1957 


[In millions of dollars 


Imports from amperes | from 
Country the United Latin 
States America 

NOT TES oe on ie ee RO he ole ok ee alien snaikea tienes +13 --1 
Federal Republic of Germany. ..............---..--...---+.----...---------- +26 —12 
RIB hic = so hn fo ap dsc htey ddd dp ekis <tieeeh Ben ails hs. sats +19 —2 
FRc cudsnk on culaindaSrignd tnwcanklasscentedndaaona dana +6 —5 
Total: 4ceentiebiia! able Oo ee ee +64 —20 


Source: Economic Commission for Latin America, ‘‘ Economic Survey of Latin America,” 1957. 


2. U.S. restrictions on agricultural imports have limited the dollar earnings 
of Latin American countries.—Import restrictions, particularly under section 22, 
have been quite stringent. The result has been an impediment to trade with 
the Latin American countries that has limited their dollars earnings and, in 
turn, their ability to import from the United States. 

Data for the last 4 years on U.S. imports from Latin America of agricultural 
commodities subject to restrictions under section 22, indicate that no imports 
of cotton waste, wheat, wheat flour, rye, rye flour, or flaxseed and linseed oil 
have come in from Latin America in that period. Undoubtedly the country 
quotas have been so small and, in the case of global quotas, the competition 
from other countries so great, that no imports of these particular commodities 
from Latin America were possible. 

The’value of imports of those commoflities which are subject to section 22 
import restrictions and which have been imported from Latin America (cot- 
ton, dairy products, peanuts, peanut oil, and tung oil) has been relatively small, 
both in relation to our total agricultural imports and total imports of all com- 
modities from Latin America. In 1958, for example, imports of restricted com- 
modities totaled $16.4 million, compared with total agricultural imports from 
Latin America of slightly over $2 billion ($1 billion of which was coffee) and 
imports of all commodities from Latin America of slightly over $3.5 billion. 
In that year, the United States exported slightly over $4 billion to Latin Amer- 


ica. Annual data, for the period 1955-58 are shown in the following tabu- 
lation: 


U.8. imports of Latin American agricultural products compared with total 
imports from and total exports to Latin America, 1955-58 


[In millions of dollars} 
1955 1956 1957 1958 
Imports subject to sec. 22 restrictions_.......................-.. 23.3 15.0 21.1 16.4 
Other agricultural imports... ....... 2.2.2.2 cernnseuaetnssasencs 2,036.8 | 2,100.4) 2,046.9 1, 997.2 
Total agricultural imports........................-.-.-... 2,060.1 | 2,115.4] 2,068.0 2, 013. 6 
Total U.S. imports from Latin Ameriea.-_..-..........-.--.-.-- 3,318.3 | 3,608.5 | 3,765.6 3, 545, 2 
Total U.S. exports to Latin America. -....................-....- 3,164.2 | 3,686.7} 4,539.2 4, 049. 5 


Source: U.S. Department of Agriculture, Foreign Agricultural Service, ‘Foreign Agricultural Trade of 
the U.S, ” 1955, 1956, 1957, and 1958, 


The restrictiveness of import quotas can also be seen from the fact that, in 
1958 the United States imported only $10 million worth of cotton from Latin 
American countries and $26 million from other countries. In the same year, 
Mexico exported cotton to all markets totaling $190 million, Peru’s cotton exports 
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in dollar equivalents was $72 million, and Brazil’s and Nicaragua’s were $25 
million each. 

In 1958, as noted, there were no U.S. imports of wheat or flaxseed and linseed 
oil from Latin America. In that year, Argentina exported to other markets wheat 
valued at $126 million in dollar equivalents and $39 million worth of flaxseed and 
linseed oil. Uruguay’s wheat exports to other areas were valued at $17 million 
and flaxseed and linseed oil exports, at $4 million. 

In the case of cotton, Peru and Mexico are the major Latin American suppliers 
in the U.S. market. But for its share of U.S. imports of extra-long staple cotton 
Peru must compete with the United Arab Republic and the Sudan. Until 1956, 
Peru was able to export very long extra-long staple cotton (1 11/16 inches and 
longer) to the United States without regard to a quota, since this type of cotton 
was important for military uses and U.S. production of this length was negligible ; 
however, such imports were made subject to quotas by the Agricultural Act of 
1956. 

Only about 30,000 bales of upland cotton from Mexico and about 1,300 bales from 
Brazil ean be imported annually under U.S. import quotas. These are insig- 
nificant quantities to both the exporting countries and the United States. 

Similarly with wheat; only 2,000 bushels from Argentina and 100 bushels, each, 
from Mexico, Guatemala, and Brazil are permitted to be imported annually. 
These quotas have not been used in recent years. 

Import quotas on tung oil were designed primarily to limit imports from Argen- 
tina to 22,100,000 pounds, annually, and Paraguay to 2,964,000 pounds, annually. 

Sugar imports are highly restrictive, as foreign sources occupy the position of 
residual suppliers for the United States. Under U.S. legislation, the Secretary of 
Agriculture estimates annual domestic consumption requirements, taking into 
account “prices which will not be excessive to consumers and which will fairly 
and equitably maintain and protect the welfare of the domestic sugar industry.” 
The quantity is then allocated among U.S. producing areas and foreign countries. 
Sugar allocations are made in two stages. First, for requirements up to 8,350,000 
tons (raw value) absolute quantities are fixed for U.S. producers and the Philip- 
pines. Of the amount left over up to 8,350,000 tons, Cuba is allocated roughly 
96 percent and other foreign countries, excluding the Philippines, 4 percent. 
Secondly, of requirements in excess of 8,350,000 tons, U.S. producers receive 55 
percent and foreign countries, other than the Philippines, 45 percent. Beginning 
in 1957, this 45-percent share has been divided as follows: Cuba, 29.59 percent ; 
Mexico, 5.10 percent ; the Dominican Republic, 4.95 percent; Peru, 4.33 percent; 
and others, 1.03 percent. 

Except for Cuba,® Latin American sugar-exporting countries have felt the re- 
strictive nature of U.S. sugar legislation, although, volumewise, their shares of 
U.S. imports have risen in recent years. Following is a tabulation which shows 
the value of U.S. imports of sugar from Latin American countries, other than 
Cuba, in the last 4 years, in millions of dollars: 


CONCLUSIONS 


The various programs which have been undertaken to assist the agricultural 
sector of the U.S. economy have had the following consequences, good and bad, for 
economies of Latin American countries: 

On the one hand— 

(a) U.S. agricultural price supports have stimulated Latin American agri- 
cultural production and exports ; 

(bo) With the help of U.S. export programs, Latin American countries have 
been able to increase their imports of U.S. agricultural commodities, or main- 
tain a level of imports which might not otherwise have been possible; and 


Sugar imports from Cuba in 1955 were valued at $293 million ; 1956, $317 million ; 1957, 
$338 million ; and 1958, $381 million. 
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(c) Foreign currencies accruing from surplus agricultural disposals are 
being used for the benefit of Latin American countries. 

On the other hand— 

(a) U.S. agricultural export programs have interfered with normal trade 
of Latin American countries ; and 

(b) U.S. restriction on agricultural imports have limited the dollar earn- 
ings of Latin American countries. 

In viewing the benefits and disadvantages to Latin American countries of U.S. 
agricultural programs, it is important to recognize that these programs were 
undertaken to assist the American farmer; assistance to foreign countries was 
a secondary consideration. Thus, no matter how valuable the use may be to a 
country of local-currency proceeds from Public Law 480 transactions, the basic 
objective of Public Law 480 is to dispose of U.S. agricultural surpluses, not to 
assist foreign countries in their economic development programs. So long as 
these programs are primarily oriented toward the needs of U.S. farmers, it is 
difficult, if not impossible for foreign countries to bring about any substantial 
modification of. those aspects of these programs which have adverse effects on 
them. 

Despite their benefits, both at home and abroad, U.S. agricultural programs 
overseas raise important questions of foreign policy. Are the beneficial effects 
sufficient to outweigh the adverse impacts in the short term? Would the econ- 
omies of these countries have been better served had U.S. price-support legislation 
not encouraged higher production in some of them, had U.S. agricultural surpluses 
not been available, and had the currencies accruing from the sale of those sur- 
pluses not been loaned for economic development purposes? Considering the 
restrictions on imports, the generation of surpluses, and the various steps taken 
to dispose of these surpluses, all of which followed from and are inextricably 
tied to the high agricultural price-support program in the United States, it is by 
no means certain that Latin America has been better off as a result of these 
U.S. programs. 

In looking at the future, it is important to consider what changes might be made 
in U.S. agricultural programs to reduce or eliminate the adverse impact of some 
of these programs on foreign countries. Since the starting point for these pro- 
grams has been high levels of agricultural price supports, the key to the future 
lies in modifying domestic agricultural policies and not in devising new ways to 
dispose of surpluses. The record clearly shows that the latter can lead to pallia- 
tives but not to solutions. 

If it were possible for the United States to eliminate the incentive to generate 
agricultural surpluses, it would not be necessary to restrict imports or take 
extraordinary and costly steps to maximize exports. The difficulties of achiey- 
ing such a change in U.S. agricultural programs are clearly recognized. Until 
such time as it is achieved, however, U.S. agricultural programs will continue to 
loom large in their impact on the economies of Latin American countries. 

The elimination of incentives to generate agricultural surpluses in the United 
States would not necessarily mean an abrupt change in U.S. programs. Public 
Law 480 agreements could continue so long as the CCC holds surpluses and until 
CCC stoeks were reduced to reasonable size. The holding of some stocks by the 
CCC might be useful for future emergencies both at home and abroad. 

Similarly, the elimination of the use of agricultural surpluses as a means of 
generating funds for economic development purposes does not necessarily mean 
the cutting off of funds for these purposes. Not only does the United States have 
a large amount of local currencies on hand which, together with repayment of 
economic development loans, could be used for further financing, but the estab- 
lishment of additional international institutions, such as the Inter-American 
Development Bank and the proposed International Development Association, could 
provide sizable funds for continued economic development purposes not tied to 
surplus agricultural disposal activities. 

Even considering the benefits noted above, healthier and faster growing Latin 
American economies could well result from eliminating the adverse impacts on 
them of U.S. agricultural programs, 
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APPENDIX IV 


EconoMIC INTEGRATION IN LATIN AMERICA AND THE WESTERN HEMISPHERE 


Since the late 1940’s, the Latin American countries have become increasingly 
interested in the possibilities of economic integration both in the region as a 
whole and for various parts of it. More recently, the United States and some 
of the Latin American countries have begun to consider the possible advantages 
and disadvantages of more ambitious integration arrangements that might 
embrace the entire Western Hemisphere. This appendix summarizes the actions 
that have already been taken in these respects and analyzes the problems and 
prospects of further accomplishments. 


LATIN AMERICAN INTEGRATION EFFORTS 


Efforts to achieve a measure of economic integration for groups of Latin 
American countries extend back over a century, starting with the formation 
of a Confederation of Central American States in 1823. During the period 
1940-54, there were several attempts by Argentina to achieve some form of 
regional integration with other countries of the southern zone of South America. 
in the north, Colombia, Ecuador, Panama, and Venezuela signed an agreement 
in 1948 known as the Quito Charter, which looked toward the establishment of 
a free-trade area. None of these endeavors resulted in any substantial progress 
toward economic integration, and many of the agreements were not ratified. 
While some of the agreements have had ambitious-sounding titles—e.g., Argen- 
tina’s so-called Economic Union Agreements with Chile, Uruguay, and Paraguay 
in 1952—little has been accomplished by way of implementing their provisions. 
Nevertheless, it is significant to note that the idea of regional economic integra- 
tion is deeply rooted in Latin American history. 

Recently, three activities in the field of regional economic integration in Latin 
America show some promise of achieving concrete results. They are: (1) the 
Central American treaty on free trade and economic integration; (2) the pro- 
posed free trade area currently under negotiation by Argentina, Peru, Brazil, 
Bolivia, Paraguay, Chile, and Uruguay; and (3) the work of the ECLA Trade 
Committee in formulating a treaty for a Latin American common market. 


Central American economic integration 


It has long been recognized that the economies of the Central American States 
are too small to permit any significant amount of industrialization on the basis 
of national markets. While a unification of these national markets would be 
of considerable benefit, Central America does not provide an ideal example of an 
international economic region. The area consists of population clusters along 
a narrow strip of land over a thousand miles long, separated by jungles and 
high mountains. And until the Pan American Highway is completed through 
the area, there does not exist an internal commercial route connecting all of 
the countries. However, the area encompassing Guatemala, El Salvador, Hon- 
duras, and Nicaragua does offer advantages for regional economic development.” 

Beginning in 1951, El Salvador negotiated several so-called free trade agree- 
ments with neighboring nations, which provide for duty-free treatment for 
certain commodities originating in partner countries. Assisted by the Economic 
Commission for Latin America (ECLA), representatives of the Central American 
countries have formulated two treaties: (1) a multilateral free trade agree- 
ment; and (2) an agreement for industrial integration. These treaties were 
signed by the economic ministers of Costa Rica, El Salvador, Guatemala, Hon- 
duras, and Nicaragua in June 1958. To date only three countries—Guatemala, 
Nicaragua, and El Salvador—have ratified these treaties. 

The multilateral treaty on free trade and central economic integration pro- 
vides for the removal of tariffs and other restrictions on about 200 commodi- 
ties; abolition of export and import taxes and quotas imposed on commodities 
now comprising about 40 percent of inter-Central American trade; and a gradual 
lowering of tariffs on some of these products over a 10-year period. This treaty 
became effective on June 2, 1959. 


2 See R. F. Mikesell, “Liberalization of Inter-Latin American Trade,” Pan American 
Union, Washington, D.C., 1957, p. 33. 
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The second treaty, the agreement on the system of Central American indus- 
tries of integration, provides for the establishment of free trade for certain 
designated industries. Industrial plants subject to this system may be existing 
plants or newly established industries. However, there must be a separate five- 
nation agreement for the establishment of each regional industry. The plan 
is to create a common market for the products of.each of these designated in- 
dustries, including the equalization of customs duties on imports which compete 
with the integrated industries, and on imports of raw materials and equipment 
used in their manufacture. Liberal tax treatment would also be given to these 
industries. One of the first of these integrated industries is to be a pulp and 
paper industry scheduled for Honduras. This treaty will go into effect when 
all five signatories have deposited their instruments of ratification. 


Southern zone free trade area proposal 


Officials of the Government of Argentina, Brazil, Chile, and Uruguary met 
under ECLA sponsorship in Santiago, Chile, in August-September 1958, and 
again in April 1959, for the purpose of discussing trade and payments problems 
and drafting a proposal for a free trade area to be completed at least to the 
extent of 80 percent of all interzone trade within 10 years. At another meeting 
held in Lima in July 1959, Peru, Bolivia, and Paraguay, joined the agreement. 
However, pressure from some of the national interests which would be ad- 
versely affected by the early phases of mutual tariff reduction has resulted in 
postponement of the signing of the treaty until December 1959 or later. 


Progress toward a Latin American regional market 


The movement toward the adoption of a program for establishing a regional 
market embracing all of Latin America began with the setting up of a Trade 
Committee in accordance with a resolution of the sixth session of ECLA 
(Bogota, Colombia, August-September 1955). Several studies of inter-Latin 
American trade and payments were undertaken by the ECLA Secretariat for 
the Trade Committee, and resolutions were adopted by the Trade Committee 
with respect to the creation of a regional market and a multilateral payments 
regime for Latin America as a whole. The Trade Committee also established a 
Central Banks Working Group to study the possibilities of gradually establishing 
a multilateral payments regime and to suggest appropriate measures to the 
Trade Committee. The Central Banks Working Group held a meeting in 
April-May 1957 and another in November—December 1958. While the United 
States is represented on the Trade Committee, its representation on the Central 
Banks Working Group is limited to an observer from the Board of Governors of 
the Federal Reserve System. 

A third group, known as the Working Group on the Latin American Regional 
Market, was appointed by the executive secretary of ECLA. This group con- 
sists of well-known Latin American economists and present or former govern- 
mental officials serving in their personal capacities under the chairmanship of 
Galo Plaza, ex-president of Ecuador. The function of this group was to make 
recommendations to the Trade Committee regarding the basis for formation of a 
Latin American regional market. Its first meeting was held in Santiago, Chile, 
in February 1958, while a second meeting was held a year later in Mexico City. 
A U.S. economist, serving in his personal capacity, was invited to be a member 
of the working group at the Mexico City meeting. The report of the working 
group prepared at the close of the Mexico City meeting was presented to the 
Trade Committee and to the Conference of the Economic Commission for Latin 
America at their joint meeting in Panama City in May 1959 as the basis for a 
olen of Latin American governments for the establishment of a regional 
market. 

The Regional Market ‘Working Group report, which represents the position 
of the ECLA Secretariat and of a number of Latin American officials, seeks to 
provide a framework in which one or more subregional free trade areas or com- 
mon market arrangements can be established within Latin America, while at the 
same time Latin America as a whole can move in the direction of a free trade 
area. The fundamental principles stated in the proposal appear to be consistent 
with those of the southern zone proposal mentioned above. 

The ECLA Trade Committee took note of the report of the Regional Market 
Working Group but did not endorse it. Several delegations (including that of 
the United States) expressed substantial reservations concerning certain of its 
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specific recommendations, and it was agreed that delegates’ suggestions and ob- 
servations should be taken into account in further activities by the ECLA Secre- 
tariat directed toward the preparation of a draft agreement for a Latin Ameri- 
can regional market. 

The ECLA conference meeting in Panama City in May 1959 adopted a resolu- 
tion calling for a high-level experts working group to be designated by Latin 
American governments and by the other governments which are members of 
ECLA. On the basis of the.reports of the Central Banks Working Group and 
the Regional Market Working Group, the Experts Group would prepare a draft 
of an agreement for a common market for Latin America as a whole, to be sub- 
mitted to the Latin American governments for their signatures. 

Paralleling the studies and discussions in ECLA, activities with respect to 
Latin American economic integration have been carried on by the Inter-American 
Economie and Social Council of the OAS. The subject of inter-Latin Ameri- 
ean trade was on the agenda of the Economic Conference of the OAS held in 
Buenos Aires in August 1957. The establishment of a Latin American regional 
market in the Western Hemisphere has also been a subject of discussion by the 
Committee of Twenty-one Presidential Representatives. However, except for 
the preparation of special studies, there has been a tendency on the part of 
both the OAS and the Committee of Twenty-one to leave the working out of con- 
crete arrangements for regional markets to ECLA. 


Review of major issues 


Before considering U.S. policies with respect to concrete proposals for regional 
economic arrangements in Latin America, it is necessary to review briefly a few 
of the major issues involved. 

1. A primary question has to do with the membership of a regional trading 
organization. Latin America is in no sense an economic region and the special 
economic advantages of “integrating” the economies of countries as widely sepa- 
rated as Mexico and Argentina, as against integrating Mexico with most any 
other country on the globe, are questionable. However, there are several 
“natural” economic regions in Latin America where substantial advantages from 
economic integration could be realized. These include, in addition to Central 
America and Mexico, the Gran Colombiana countries of Colombia, Ecuador, and 
Venezuela, and the countries of the southern zone. It seems likely that, if effective 
regional integration is to be achieved, it will take place within these “natural” 
economic and geographical regions rather than on the basis of Latin America as 
a whole, ' 

While this point is recognized by many Latin Americans, there is strong 
political motivation for achieving greater integration of Latin America as a whole 
and of avoiding the establishment of economic blocs which might work against 
this broader political objective. Consequently, one of the tasks of the working 
group meeting in Mexico City in February 1959 was to arrive at a formula which 
would permit the creation of regional common markets or preferential systems 
pari passu with a broader trade liberalization movement encompassing all of 
Latin America. The solution to this problem adopted by the working group 
left the door open to a substantial degree of discriminatory treatment of products 
entering into Latin American trade. 

2. There are significant differences in the stages of development and indus- 
trialization achieved by various Latin American countries. In fact, the dis- 
parities in per capita income between certain Latin American countries are as 
great or greater than those existing between the United States and, say, Vene- 
zuela or Argentina. Nearly all Latin American nations are very protectionist, 
and those countries in an early stage of industrialization are nearly as afraid 
of competition from Argentina or Brazil or Mexico as they are from Western 
Europe or the United States. While the more industrialized countries are will- 
ing to reduce import barriers on consumer-goods manufacturers from less in- 
dustrialized nations in Latin America (but less willing to do so from one an- 
other), they are unwilling to establish free trade in agricultural commodities. 

In order to deal with this problem, the Regional Market Working Group, which 
prepared the proposals submitted to the Panama City conference of ECLA, 
formulated a complicated set of principles for trade liberalization which include 
(a) a slower rate of reduction of tariffs and quotas for the less industrialized 
countries, and (0) the negotiation of preferential concessions by the more indus- 
trialized countries with respect to consumer-goods manufactures in exchange for 
concessions on capital goods imports. While the proposed ECLA program is 
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dedicated in principle to the eventual establishment of a free-trade area for 
Latin America as a whole, and beyond this to a unification of customs duties, the 
proposal sets no date for the completion of the trade liberalization program. In 
fact, at the end of 10 years, the plan, if carried out, would leave Latin America 
with not only a substantial level of protection on intra-Latin American trade 
but with a complex system of discriminatory rates arising from the existence of 
(a) subregional trade liberalization programs and (0b) bilaterally negotiated 
preferences. On the whole, the plan for a Latin American regional market looks 
more like a system of trade preferences than a genuine free-trade area or 
customs union. 

3. Latin American countries employ different payments systems in their trade 
with one another. Since the European currency convertibility actions of Decem- 
ber 1958, the vast bulk of their trade outside of Latin America is conducted in 
terms of convertible currencies. But the countries of the southern zone tend to 
conduct trade with one another almost entirely on a bilateral basis, while north- 
ern South American and Central American countries conduct virtually all of 
their trade on a convertible basis. Obviously, trade liberalization cannot proceed 
to any significant degree on the basis of bilateral trade and payments. The 
approach of the Central Banks Working Group to the problem has been to estab- 
lish a system of multilateral compensation based on the existing bilateral pay- 
ments system and to work gradually toward a multilateral payments scheme 
encompassing all Latin American countries. Inevitably, a special payments 
scheme, say along the lines of the European Payments Union (EPU), for financ- 
ing intra-Latin American trade would mean that Latin American countries 
which now finance their trade entirely on a convertible currency basis would no 
longer do so, and efforts would be made by each deficit Latin American country 
to be in balance with the group so as to minimize or avoid settlements in gold 
or convertible currencies. Though similar pressures to minimize gold and dollar 
settlements operated in the EPU, that payments arrangement was designed to 
meet the rather different capabilities and needs of the European countries, whose 
mutual trade was also much greater than is the case in Latin America. An 
EPU-type arrangement is not likely to achieve the most economical pattern for 
Latin American trade. Moreover, as the IMF observer pointed out to the Con- 
ference of the Central Banks Working Group meeting in Rio de Janeiro, Brazil, 
the IMF would regard such an arrangement as a retrogressive step. The ob- 
server from the Federal Reserve System was also critical of a preferential 
payments system for intra-Latin American trade. 

Whatever the payments arrangements, there appears to be a definite feeling 
on the part of the representatives of many Latin American countries that no 
Latin American country should be able to earn dollars or other convertible 
currencies in trade with other Latin American countries as a consequence of 
trade liberalization. This position, of course, reflects the current condition 
of highly overvalued exchange rates and price disparities in Latin America. 
However, it is very doubtful whether or not trade liberalization could proceed 
very far on the basis of each country being in approximate balance with the 
group, especially in view of the fact that inter-Latin American trade represents 
only about 10 percent of the total trade of the area. Any attempt to expand 
trade on this basis would probably require the establishment of highly discrimi- 
natory trade and exchange arrangements on the part of each member. 


U.S. POLICY TOWARD LATIN AMERICAN ECONOMY INTEGRATION 


U.S. policy toward the formation of Latin American regional markets has been 
favorable provided the proposals meet certain standards. The United States 
has joined with other contracting parties to the GATT in a decision favorable 
to the initiation of the proposed Central American free-trade area. It has also 
supported the principle of regional markets in Latin America generally. While 
the U.S. Government has not actually opposed an arrangement which would in- 
clude all of Latin America, it has tended to favor action along the lines of 
creating free trade areas or customs unions embracing countries within a given 
“natural” region. The reason for this position is the fear that a trading ar- 
rangement embracing all of Latin America would turn out to be a preference 
area and not a true free-trade area or customs union. 

At the conference of the Committee of Twenty-One held in Washington, D.C.., 
February 1959, Under Secretary of State Douglas Dillon indicated U.S. support 
of the efforts of Latin American governments to create one or more regional 
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markets designed to increase trade within the area. However, Mr. Dillon 
emphasized that regional efferts should be in accord with free world interest 
in liberalized trade and should be a step in that direction. The United States 
also indicated willingness “to assist financially in the establishment of solvent 
industries * * * with a view to permitting enjoyment of the benefits of regional 
markets through public and private investment.” 

The principles for a regional market which are advocated by the United States 
were outlined by U.S. representatives in a working group of the Committee of 
Twenty-One meeting in Washington in February 1959. These may be sum- 
marized as follows: 

1. Regional market arrangements should aim at trade creation and increased 
productivity through broadening opportunities for competitive trade and should 
not simply be trade diverting. This means that the arrangements should pro- 
vide for trade liberalization in all commodities—not just those in which mem- 
bers are competitive with nonmembers—and that duties and other restrictions 
applied by members of a regional market to nonmembers should not be higher 
or more restrictive after the formation of the market than before. 

2. The arrangement should provide a definite schedule for the gradual elimi- 
nation of virtually all barriers to intraregional trade, and this process should 
be completed within a reasonable period of time. The U.S. Government does 
not favor an arrangement that provides simply for regional preferences with 
little more than a vague hope of eventually creating a free trading regime. 

3. The arrangement should be in accordance with the principles of GATT 
(art. 24) for the creation of a free-trade area or customs union and should be 
submitted to GATT for approval. This is believed to be important not only 
beeause the GATT rules are in accordance with U.S. views with respect to re- 
gional trading arrangements, but also because agreements of this kind must be 
reconciled with the general agreement in order that the effectiveness of the GATT 
and the orderly system of world trade established under it may be preserved. 
If the Latin American countries were to set up their own arrangements without 
GATT blessing, it is feared that the whole GATT machinery might break down 
as a consequence of a proliferation of special regional preference systems all 
over the world. Latin American members of GATT include Brazil, Chile, Cuba, 
Dominican Republic, Haiti, Nicaragua, Peru, and Uruguay. It is believed that 
inclusion of the regional trade organization in the GATT would also facilitate 
negotiations for a gradual reduction of trade barriers with nonmembers on a 
reciprocal basis. This is in accordance with the principle that regional ar- 
rangements should represent a step in the direction of worldwide trade liberal- 
ization. 

4, Regional trade arrangements should aim at increasing the degree of com- 
petition within the area. This means not only that all or virtually all commodi- 
ties should be freed from restrictions on interregional trade, but that exclusive 
monopolistic privileges should not be given to particular industries or that there 
should be control agreements preventing competition. Not only is it believed 
that intraregional competition will increase productivity and investment within 
the area but that these conditions will also help to induce private foreign 
investment. 

5. Regional arrangements should provide not only for free trade in commodi- 
ties but also for the free flow of labor and capital in response to economic 
forces. Labor and capital should be free to move to places where they will be 
most productive. In this way, it will be possible to achieve the maximum bene- 
fits from economic integration. 

6. Any regional market arrangement should provide for the financing of trade 
with convertible currencies. Neither bilateral payments agreements nor a re- 
strictive regional payments regime, which involves discrimination against non- 
members, is justified. 
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U.S. views on current Latin American proposals 


The United States has supported the Central American proposals for a free- 
trade area and industrial integration program in the GATT. Thus far it has 
not expressed its views regarding the proposals for a free trade area currently 
under discussion by Argentina, Bolivia, Brazil, Chile, Peru, Paraguay, and 
Uruguay, since the United States has not been represented at these discussions. 
At the Panama City conference of ECLA in May 1959, the U.S. representative, 
Harold M. Randall, expressed the position of the U.S. Government in some detail 
with respect to the report of the ECLA working group on a regional market 
issued at the Mexico City conference of the working group in February 1959. 
Mr. Randall's reservations with respect to this report are significant because 
they indicate important differences between the views of the United States and 
those of the ECLA secretariat. Mr. Randall's statement may be summarized as 
follows: 

1. The ECLA working group report fails to provide a definite schedule and 
timetable for the creation of a free trade area. It merely provides for an 
undetermined level of duty preferences by the end of 10 years, without a definite 
commitment to continue thereafter the completion of a full free trade area. 

2. The system of duty reductions is based on a lowering of the overall average 
of the duties rather than a step-by-step reduction of individual duties. While 
such a system gives flexibility, it could very well be employed in such a way as 
to maintain a high degree of protection for a number of commodities, while at 
the same time lowering the average by removing duties on other commodities. 

3. The recommendation for the establishment of a payment system, with auto- 
matic credit facilities, is believed to be neither necessary nor desirable. For a 
regional payment system to function, exchange controls would need to be em- 
ployed to insure that the proceeds of all trade between members is channeled 
through official accounts; this would constitute a retrogressive step for the 
majority of Latin American countries whose currencies are now either fully or 
substantially convertible. 

4. The ECLA working group report provides for a complex system of classi- 
fication of countries and products in determining the obligations for tariff-duty 
reduction and the rate of reduction in the average duty. Such a system would 
create considerable uncertainty for businessmen, including foreign investors, 
who are interested in knowing not what the average level of duties will be for 
various classes of products and countries, but what duties on particular com- 
modities are going to be in the future and if they can count on a gradual reduc- 
tion in restrictions. 

In addition to these objections, the recommendations of the ECLA secretariat 
and of the working group (which were not adopted) diverge in other ways from 
norms which the United States has generally recognized as desirable. These 
include: 

1. The maintenance of discriminatory or preferential duties and other restric- 
tions within the regional market and the failure to place any time limit on 
exceptions to the most-favored-nation principle as applied to members of the 
free-trade area. 

2. The failure to provide that duties and other restrictions applied by members 
to nonmembers would not be higher or more restrictive after the formation of 
the regional market than before. (This is a GATT requirement.) 

3. The failure to make provision for the free movement of services, capital, 
and labor. 

4. The failure to meet the criteria for free-trade areas or customs unions 
established by the GATT. 

In effect, it is implied that the BCLA working group proposals maintain that 
conditions in Latin America require a different kind of arrangement from that 
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envisaged by the GATT, and the problem of reconciling the working group 
proposals with GATT obligations is virtually ignored in the report. 

It should, however, be pointed out that both the United States and the GATT 
have demonstrated a capacity for considerable flexibility in considering pro- 
posals for regional common markets. For example, the European Coal and Steel 
Community differed markedly from the basic principles laid down in the GATT. 
Nevertheless, it was supported by the U.S. Government. However, in their 
present form, the HBCLA working group proposals seem so far removed from 
the United States and GATT norms as to make exceedingly difficult their ac- 
ceptance in the GATT. It may, of course, be argued that the position of the 
United States is inconsistent in opposing preferential commercial arrangements 
involving a partial reduction of restrictions on interregional trade, while at the 
same time favoring the complete removal of restrictions on interregional trade. 
True, the acceptance of free trade areas and customs unions represents an 
exception to the traditional U.S. principle of nondiscrimination. But, this is an 
exception which has been justified on the theory that completely free intra- 
regional trade would be more trade creating than trade diverting, while a 
system of preferential arrangements is likely to be more trade diverting. There 
is, of course, no completely satisfactory proof of either proposition, but there is 
a strong presumption in favor of both. 


Need for U.S. support 


The success of a Latin American regional market will depend in considerable 
measure upon U.S. support. U.S. coolness toward the idea and lack of acceptance 
by GATT is very likely to lead some Latin American governments to reject 
any regional market proposal. In fact, the obstacles to acceptance by a large 
number of Latin American countries of any plan are very great, and strong U.S. 
support is needed to overcome these obstacles. 

The success of any regional market scheme for Latin America will also depend 
heavily upon the existence of payments arrangements which will be compatible 
with multilateral trade. This may require the establishment of specialized pay- 
ments machinery, or possibly a provision for liberal external credits for financing 
intra-Latin American trade. For example, an important barrier to intra Latin 
American trade in capital goods is the lack of credits for intermediate-term financ- 
ing. Exporters in Mexico, Brazil, and other of the more industrialized countries 
are unable to provide the same credit terms for their exports of machinery, etc., 
as United States and European exporters are able to do with the aid of govern- 
ment financial institutions such as the Export-Import Bank. But, a system of 
export-credit financing will require external capital which will not ordinarily be 
available from existing institutions or even from the proposed Inter-American 
Development Bank. Also, an expansion of intra-Latin American trade will 
require additional liquidity in the form of convertible currencies—not simply 
reciprocal credits. For these reasons, it is believed that a regional Latin 
American market will require special financial assistance from the United States 
or the IMF. Obviously, such assistance would not be forthcoming if the trade 
and payments regime was not in accordance with the principles of the GATT 
and the IMF. 

The success of a Latin American regional market in promoting economic 
development will depend in considerable measure upon the extent to which it 
succeeds in attracting private foreign investment. This in turn will depend on 
the degree to which genuine free trade may be expected to result, and upon 
United States and European support of the proposals as representing a feasible 
and effective arrangement. Likewise, the lending activities of the Export-Import 
Bank, the Development Loan Fund, and the international capital-lending insti- 
tutions with respect to industries operating in the regional market will be 
influenced by U.S. official attitudes toward the proposed arrangement. 
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EXISTING FORMS OF WESTERN HEMISPHERE ECONOMIC INTEGRATION AND COOPERATION 


Before considering the existing forms of Western Hemisphere economic 
integration, it is necessary to make a distinction between economic integration 
and economic cooperation. While no sharp line can be drawn between the two 
types of arrangements, we will regard as integration those efforts tending to 
reduce or eliminate artificial barriers to the operation of free market forces 
within a group of national states, or to coordinate national policies and establish 
the same regulations or conditions with respect to economic activity carried on 
within an international economic region without regard to the nationality of 
the persons or firms concerned. Thus, reduction in barriers to trade or capital 
movements are steps toward economic integration, while the establishment of 
an inter-American bank is an example of cooperation. Commodity agreements 
may have elements of both to the extent that they involve common policies with 
respect to the production and sale of commodities. But, by and large, they tend 
to be more cooperative efforts than acts of integration. A coordination of United 
States and Canadian domestic agricultural policies or of national monetary 
policies for the achievement of agreed goals would also represent economic 
integration. Likewise, the coordination of tax laws in the United States and in 
Latin America for purposes of promoting the flow of private investment might be 
regarded as an example of economic integration. 

Most of the intergovernmental economie activities of Western Hemisphere 
countries involve cooperation by means of consultations and the preparation 
of reports on common problems; the provision of technical assistance; and the 
making of loans. Cooperative activities containing small elements of economic 
integration are largely limited to the following: (1) The stabilization of prices 
of primary commodities; (2) the promotion of private foreign investment; and 
(3) intraregional transportation. 


Primary commodities 


Second only in importance to capital and technical assistance for economic 
development, Latin American countries are seeking cooperation from the United 
States and with one another in dealing with the problem of fluctuating or low 
prices of primary commodities. One of the basic difficulties in this whole area 
is to distinguish the problem of “fluctuating” prices from that of “low’’ prices 
in relation of some norm or standard. If the problem were solely one of year- 
to-year fluctuations, the solution could be found in stabilization operations 
which seek to reduce the amplitude of the fluctuations while avoiding any sig- 
nificant accumulation of surpluses. However, the problem is very often one of 
low prices as compared with prices or terms of trade existing at earlier periods, 
but with the low price being consistent with fundamental or long-term demand 
and supply conditions. To a considerable degree, the latter situation is a more 
likely case with such commodities as coffee, tin, and wool, while for other com- 
modities, e.g. copper, and cocoa, the problem has been largely one of year-to- 
year fluctuations. Nevertheless, the two problems are closely interrelated since 
attempts to avoid both high and lew prices through stabilization operations may 
encourage increases in output capacity so as to lower the long-run equilibrium 
price. Moreover, at any point of time it is extremely difficult to judge just 
what the long-run equilibrium price is. Another approach to the problem would 
be to prevent prices from changing in either direction by more than, say, 10 
percent each year. This could be done either by stabilization operations in the 
market or by direct controls over the market. 

In the past, the United States has opposed suggestions for international 
commodity agreements which seek to support prices of Latin American primary 
products by the acquisition of surpluses or by imposing export and import quotas. 
However, the U.S. position with respect to international commodity agreements 
has not been consistent. The United States is also a member of the International 
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Sugar Agreement. The new wheat agreement, which has just been negotiated 
and went into effect on August 1, 1959, involves different obligations from the old 
agreement, obligations which are no longer expressed in terms of fixed amounts 
of exports or imports. 

As a consequence of strong pressures by Latin American countries for ef- 
fective action by the United States with respect to primary commodities, there 
is considerable evidence that U.S. policy on commodity agreements is becoming 
less rigid. The United States did not cooperate in the drafting of the cof- 
fee agreement, but principally used its good offices to bring the Latin Amer- 
ican countries together with representatives of the African producers in a cof- 
fee study group. The United States, however, is not a party to the coffee agree- 
ment and did not agree to impose import quotas for its enforcement. 

The United States is also cooperating with the Latin American countries 
in study groups concerned with the problem of lead and zine. Following the 
imposition of U.S. quotas on imports of lead and zine in September 1958, the 
U.S. Government hinted at its willingness to enter into agreements with other 
countries “with the aim of finding a way to share with exporting countries 
the burdens caused by the present condition of world overproduction * * *”™ 

The shift in the attitude of the United States toward commodity agreements 
is indicated by the following statement of November 18, 1958, by Under Sec- 
retary Dillon before a special committee of the Council of the OAS: 

“Because the economies of the countries of Latin America are heavily de 
pendent on exports of one or a few primary commodities, they can be placed 
in serious difficulties by sharp price declines for these commodities in world 
markets. The United States recognizes the importance of this problem. It un- 
derstands and sympathizes with the concern expressed by Latin American coun- 
tries on this subject. We are ready to join in the study of individual com- 
modity problems which are creating difficulties to see whether cooperative solu- 
tions can be found. We have already done so in the case of coffee and more 
recently in the case of lead and zinc. We believe that effective international 
cooperation to avoid acute and recurring imbalances between supply and de- 
mand in these commodities can make an important contribution to our ob- 
jective.” 

In an official U.S. statement of February 28, 1959, to the Committee of Twenty- 
One, the U.S. delegation announced its position with respect to commodity agree- 
ments as follows: 

“While we do not believe that commodity agreements, in general, serve the 
objective of obtaining more efficient production and distribution, we recognize 
that they may serve temporarily to avert severe economic dislocations and to 
furnish time for governments to remove basic causes of imbalances and we have 
therefore also cooperated in the search for ways of bringing world produc- 
tion of lead and zinc into better balance and stand ready to examine other prob- 
lems on a commodity-by-commodity basis. The United States is participating 
in the preparation of a draft resolution on this subject. Work is actively 
proceeding.” 

The resolution on primary commodities adopted by the Committee of Twenty- 
One at their meeting in April-May 1959 in Buenos Aires, while not specifically 
mentioning commodity agreements, recommends a cooperative approach by the 
inter-American system to the problem of price and demand fluctuations. In 
contrast, Dr. Milton 8. Eisenhower, in his report to the President of December 
1958, took a definite position against U.S. participation in an agreement to 
stabilize coffee prices. As regards agreements for commodities other than cof- 
fee, Dr. Eisenhower stated that “I recommend that the United States, when re- 
quested by producing nations, participate in single commodity study groups, 
giving every possible technical assistance, but always making clear that our 
participation in no way implies subsequent cooperation in plans the produc- 
ing countries might develop to stabilize prices.” 


11 Foreign Commerce Weekly, Sept. 29, 1958, pp. 2 and 5. 





UNITED STATES AND LATIN AMERICAN POLICIES 69 


Private investment 


U.S. efforts to promote private investment in Latin American countries in- 
clude the ICA investment guarantee program, the modernized FCN treaty pro- 
gram, and the negotiation of so-called tax-sparing treaties. By the summer of 
1959, only 10 Latin American countries had negotiated bilateral treaties for in- 
vestment guarantees and in some cases only convertibility guarantees—not ex- 
propriation or war risk guarantees—were available. There is one modern FCN 
treaty, between the United States and Nicaragua, which provides for certain 
safeguards with respect to U.S. investment. There were no tax-sparing treaties 
in force, although one or two have been in process of negotiation. 

There have been discussions and suggestions regarding negotiation of multi- 
lateral conventions dealing with the treatment of private investment in Latin 
America. The negotiation of multilateral conventions relating to the treatment 
of foreign private investment would be especially useful for attracting private 
capital to regional markets since foreign investors could be assured of uniform 
treatment throughout the Common Market. However, the history of such efforts 
in the past has not been encouraging. Both the Economic Agreement of Bogota 
and the Havana Charter for an International Trade Organization contained 
provisions relating to the treatment of private investment. Neither agreement 
came into force, and the investment code provisions of the ITO Charter repre- 
sented a major source of opposition to ratification of the charter in the United 
States. The provisions of the Bogota Agreement, while falling far short of 
satisfactory safeguards for the foreign investor, were not accepted without 
reservation by over half of the Latin American countries. A _ resolution 
adopted by the Committee of Twenty-One at the April-May 1959 conference 
in Buenos Aires provided for cooperative action for the improvement of condi- 
tions for foreign private investment. However, three Latin American countries 
either abstained from voting on the resolution or entered a reservation. The 
Mexican Government in abstaining from voting for the resolution emphasized its 
belief in the right of each nation to establish the conditions for foreign private 
investment in its country on a unilateral basis. 

Neither the investment guarantee program nor the U.S. Treasury's tax- 
sparing treaty program would seem to lend itself to a multilateral convention. 
Nor is it likely that such a convention would be feasible, given the great dif- 
ferences in taxes and other national regulations with respect to foreign invest- 
ment. 


Transportation 


The field of transportation offers important opportunities for both integrative 
and cooperative actions. The OAS has been undertaking a number of studies 
relating to freight insurance rates applying to inter-Latin American trade, 
harbor facilities, and inland waterways. In addition to the Pan American 
Highway, there is a need for joint development and coordination of international 
land transportation in a number of areas. The Committee of Twenty-One has 
recommended additional studies in this field, but little in the way of concrete 
action has taken place. 


DESIRABILITY AND FEASIBILITY OF ECONOMIC INTEGRATION OF THE WESTERN 
HEMISPHERE 


In purely economic terms, preferential arrangements can be justified only in 
situations where the advantages arising from the internal flow of goods, services, 
capital, labor, and business enterprises are greater than the disadvantages arising 
from continued or increased external discrimination. If, for example, the estab- 
lishment of a system of preferences does little more than shift trade from lower- 
cost sources outside the preference area to higher cost sources within the area, it 
is almost sure to be harmful to real income within the area. However, it is 
also necessary to consider the effects of preferential arrangements in longer 
run and more dynamic economic terms. The creation of a large free market 
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for goods and capital could over a time achieve a change in the pattern of 
investment which would lead to economies not immediately available to the 
preferential system. The longer run advantages may outweigh the shorter 
run disadvantages. 

The difficulties with the establishment of a system of preferences as opposed 
to a completely free market are twofold. 

First, the commodities on which preferences are established are likely to 
be those in which there is relatively little competition among members of a 
preferential system, but substantial competition from the outside. Thus, if the 
United States gives preferential treatment to Latin American, as against 
African, coffee and cocoa, there is a change in the direction of trade achieved at 
some cost to the United States, but no expansion of trade. Likewise, if Latin 
America gives preference to United States over British generators, there is 
again a change in the direction of trade at perhaps considerable cost to Latin 
America (since it will no longer buy generators from the cheaper source) but no 
expansion of trade. 

Second, unless barriers to trade in a number of commodities are removed, the 
trade-creating forces will not be sufficiently important to offset the loss from 
trade diversion. Moreover, there must exist conditions which will permit the 
realization of greater economies from a broadening of the market area. Thus, 
an economic integration arrangement, say, between Mexico and Bolivia, is not 
likely to result in significant economic gains, since distance and transportation 
costs would not permit the creation of a significant amount of additional trade. 
To be effective, integration must achieve a redirection of investment on a basis 
of a new set of demand-and-supply forces for both finished products and produc- 
tive factors. This redirection of investment will achieve economies through a 
better utilization, in terms of the total demand pattern of the integrated area, of 
the total productive factors of the area. 

Hence, if net economic advantages are to be gained from preferential arrange- 
ments, the following conditions must be met: 

1. The preferential system should provide for free trade or relatively low 
duties, with firm assurances that the duties will not be raised, covering a fairly 
substantial portion of the commodities actually or potentially entering into trade. 

2. The countries in the system should be in the same economic region with 
substantial transportation and other advantages of proximity. 

3. Movements of capital, enterprise, and at least certain types of labor and 
skills should be permitted freely within the preferential area. 

On the basis of these strictly economic criteria alone, there would be great 
advantages in the creation of a free-trade area or common market embracing 
the United States, Canada, and possibly Mexico. There would be relatively 
little economic advantage in a preferential system embracing the entire Western 
Hemisphere. 

However, the reasons for fostering greater economic integration for the Western 
Hemisphere as a whole are not solely—nor even, in the short term, predomi- 
nantly—economic in nature. They are also, perforce, strategic and political in 
a world system made increasingly insecure by the imperial ambitions of the Com- 
munist powers and the uncertainties generated by exploding populations and 
pressures for rising living standards in other areas. Similarly, the obstacles to 
greater integration are not only economic, but are political and ideological as well. 

In the circumstances, it may be useful to explore the nature of the main eco- 
nomic obstacles and the steps by which progress might be made toward greater 
economic unification in the Western Hemisphere. 


Common markets for primary commodities 


Nearly every important primary commodity is subject to some form of internal 
governmental control on the part of several Western Hemisphere countries. A 
Western Hemisphere common market in such commodities would require (a) 
abolishing all national controls and inaugurating a common set of controls with 
respect to external trade; or (6) establishing a uniform set of internal controls 
on production, prices, etc., which would permit free regional markets to operate 
within the framework of the common controls. Alternatively, there could be 


a coordination of internal controls and controlled trade within the region based 
on mutual agreement. 
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National policies with respect to primary commodities are very often based on 
such factors as the interests of politically powerful groups (e.g., U.S. farm-bloc 
interests in “parity”) or on security interests or on a combination of both. Given 
these specialized interests, reconciliation would be difficult, but not impossible. 
Among the more difficult problems would be the task of reconciling United States 
and Canadian national policies on wheat and United States and Mexican national 
policies for cotton. Would the negotiators be able to limit Canadian and Mexican 
production of these commodities in line with U.S. production limitations so as to 
achieve a regional market price of 90 percent of parity for both wheat and cotton? 


Industrial commodities 


In the case of most industrial commodities, it should be fairly easy for the 
United States to agree to a free trade area in the Western Hemisphere, although 
a customs union would present serious difficulties because of the working out 
of a common tariff. The reason is that American industries would have little to 
lose by way of competition and a great deal to gain from a preferential market 
for their products in the Western Hemisphere. But what would other Western 
Hemisphere countries have to gain from such an arrangement? Initially they 
would lose the advantages of buying manufactured commodities in cheaper 
European or Japanese markets. However, if large amounts of capital moved 
from the United States to other Western Hemisphere countries to establish plants 
for production in the regional market, the Latin American countries might 
eventually obtain substantial advantages. The best example is Puerto Rico. 
Without the establishment of U.S. plants, Puerto Rico would have had little to 
gain from being able to export industrial commodities freely to the mainland. 


A few suggestions for concrete steps 


1. A gradual program for the creation of a common market with Canada makes 
a great deal of sense. Such a program would undoubtedly lead to an acceleration 
of U.S. investment in Canada. A realistic plan would involve a gradual elimina- 
tion of tariffs and quotas on all industrial commodities and minerals and a 
coordinated policy with respect to agriculture. Coordination in agriculture could 
begin with a common policy with respect to exports and a gradual unification 
of price and production policies leading toward an eventual free market. How- 
ever, there must be a long period of political education of both the Canadian 
and the U.S. publics before such a program could even be discussed officially by 
the two governments. Its success in promoting Canadian industrialization would 
depend upon a larger flow of U.S. capital to Canada, but this has been causing 
a great deal of concern in Canada in recent years. Elimination of fears of U.S. 
industrial domination may require a change in U.S. business policies with respect 
to Canadian subsidiaries. 

The place to begin such a program is in the field of agriculture, though it must 
be recognized that such action would present serious political problems in the 
United States and Canada. The goal could be a complete coordination of 
United States and Canadian export policies with respect to agriculture and 
progress toward a coordination of internal policies. In time, the advantages 
to be gained might overcome the political opposition. 

2. There could be developed a coordinated Western Hemisphere policy with 
respeet to petroleum, lead, zinc, and other metals on which the United States 
maintains import controls, allegedly for reasons of security. There is a real 
opportunity for the United States and other Western Hemisphere producers to 
work out a conservation agreement for petroleum which would be of interest 
to all parties. Venezuela has recently expressed interest in conservation. In 
addition, trade and price stabilization agreements might be reached for certain 
minerals which would meet U.S. security goals and avoid serious price fluctua- 
tions for the other countries. The longrun outlook for world demand for all 
important minerals produced by Latin America and Canada is favorable, with 
the exception of tin. Such agreements might have one or both of two elements. 
First, the agreement would provide for a “sharing” of any sharp reduction in 
U.S. demand as between United States and other Western Hemisphere producers 
in situations in which the United States decides to impose quotas. Second, as 
in the International Wheat Agreement, the arrangement might limit price fluctua- 
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tions in any one year to say, 10 percent. Such an agreement need not be limited 
to the Western Hemisphere. 

3. There could be created a satisfactory system of consultation with respect to 
U.S. agricultural export subsidies and Public Law 480 deals. The United States 
should seek to avoid any action which the Latin Americans believe to be harm- 
ful to their exports of competitive products, especially in intra-Latin American 
trade. 

4. As regards coffee and perhaps other important Latin American commodities 
on which the United States does not maintain quotas, the United States should 
give serious consideration to participation in a type of commodity agreement 
which would avoid a change in the price of, say, more than 10 percent in any 
one year. 

5. The foregoing steps would provide the basis for establishing a mecha- 
nism—either in the OAS with Canadian participation or independently—by 
means of which the countries of the Western Hemisphere could begin to co- 
ordinate their national economic policies, particularly those affecting their 
mutual trade and payments. Such an arrangement might be modeled on the 
Organization for European Economic Cooperation (OEEC) which, for more than 
a decade, has made outstanding progress in coordinating certain types of national 
economic policies affecting its members’ common problems. 

These initial steps in themselves would not add up to very much actual eco- 
nomic integration. However, their successful accomplishment would mark the 
overcoming of very serious political and ideological obstacles, and would provide 
the mutual confidence and the sense of momentum needed to make much greater 
progress more rapidly in the ensuing years. 


APPENDIX V 
U.S. NoNMILITARY AID PROGRAMS IN LATIN AMERICA 


LOANS AND GRANTS 


U.S. Government loans and grants to Latin America in the postwar years, 
1946-58, totaled $2,229 million (actual disbursements), with loans representing 
close to 80 percent of the total. By far the major part of this assistance has 
been provided by the Export-Import (EXIM) Bank. Over 97 percent of all U.S. 
Government loans to Latin American countries in the postwar years have come 
from this source, with the total of around $1,697 million representing roughly 
30 percent of EXIM loans to all countries. 

In the immediate postwar years, 1946-50, EXIM loans ranged from $66 million 
to $76 million annually. Beginning in 1951, however, sharp increases in the 
annual rate were registered, reaching a peak of $315 million in fiscal year 1958. 
The total for the period 1951-58, close to $910 million, represented over half of 
EXIM loans to all countries. 

Disbursements against loans to Latin America by the recently established 
Development Loan Fund (DLF) did not begin until fiscal year 1959 and were 
therefore not included in the detailed tabulations for the period 1946-58, which 
follow this text. However, as of June 30, 1959, the DLF had approved loans to 
Latin American countries totaling $64.8 million with about a third repayable 
in local currencies, and the balance in dollars. Actually, it is the intent of the 
Fund to weight repayment on its loans on the side of local currencies in the 
ratio of around 80 to 20. The present imbalance in the case of the currently 
outstanding loans to Latin American countries results frem a $24,750,000 loan 
to Argentina, the full amount of which is repayable in dollars. Exclusive of the 
Argentine loan, repayment on the balance of the loans (to 11 different countries) 
will be about half in dollars and half in local currencies. 

Concurrently with the sharp increase in EXIM loans in 1951, a new source 
of U.S. Government assistance to Latin America was initiated—ICA grants. 
These rose from $2 million in 1951 to $75.5 million in 19538. (An additional $4.8 
million in grants was provided by the Institute for Inter-American Affairs (ITAA) 
in 1951, the last year of its operation.) Altogether, in the period 1951-58, ICA 
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grants came to $242.8 million. And, since 1956, ICA has also made available 
technical assistance loans to Latin American countries. These totaled $15.9 
million in the 3-year period 1956-58. 

Latin American countries have also received grants under special programs— 
for the eradication of hoof-and-mouth disease and the inter-American highway 
and atoms for peace programs—totaling $161 million. This total includes several 
small RFC and Red Cross grants in 1946, totaling $372,000.) And additional 
loans, through other U.S. Government agencies, totaling $22.5 million were made 
available in the early postwar years, primarily for the purchase of U.S. war 
surplus materials here and abroad, including merchant ships. With the ex- 
ception of a credit of $6.2 million to Brazil in 1957, these loans were all disbursed 
between 1946 and 1948. 


RECIPIENTS OF LOANS AND GRANTS 


Brazil has been the major Latin American recipient of U.S. Government loans 
and grants. It received over $725 million in loans and grants combined, almost 
a third of the total aid to Latin America. Virtually all of this assistance (95 
percent) was in the form of EXIM loans. Mexico’s share came to $412.4 million, 
about 18.5 percent of the total to Latin America; of this amount $305 million 
was in loans and $107 million in grants. 

Other countries received substantially smaller loan and grant assistance. 
Totals for Chile, Colombia, Argentina, Peru, and Bolivia ranged from $115 mil- 
lion to $175 million, representing between 5 and 7 percent of the total. The 
shares of the other Latin American countries ranged from less than 1 percent 
to around 3 percent of the total. 

The following table gives the dollar and percentage share of each country in 
the total U.S. Government nonmilitary assistance to Latin America in the years 
shown. 


U.8. Government nonmilitary loans and grants to Latin American countries and 
percentage share of each in the total, 1946-58 * 


Loans Grants 


Countries 
Amount Per- Amount Per- Amount Per- 
(thousands)| cent j|(thousands)} cent |(thousands) 


All Latin American countries 100.0 | $1,744, 039 
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1A breakdown by sources and types of loans and grants to Latin American countries is shown in ap- 
pendix table I-B. Separate tables for each country, showing sources and types of loan by year, are given 
in appendix tables I-C. 


Sources: Department of Commerce, ‘‘Foreign Aid 1940-51” (supplement to “‘Survey of Current Business”’ 
1952), and ‘‘Foreign Grants and Credits.’’ International Cooperation Administration, “Operations 
Reports.” 
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TYPES OF PROJECTS FINANCED BY THE U.S. GOVERNMENT GRANTS 


By far the major part of ICA grants to Latin American countries has been for 
specific projects—in the fields of agriculture, industry, and mining, transporta- 
tion, health and sanitation, education, etc. Out of a total of $261 million in 
grant aid covering project and nonproject ICA commitments in the years 1955-— 
58, project obligations totaled $180 million. (A breakdown of ICA project 
obligations by field of activity is not available for the years prior to 1955.) 

Nonproject obligations, covering special assistance and nonmilitary, defense- 
support grants, totaled $81 million, with the entire amount committed to three 
countries—Bolivia, Guatemala, and Haiti. The major part, $69 million, went to 
Bolivia; Guatemala received $9 million; and Haiti’s share was $2.8 million. 

As might be expected, projects in the field of agriculture and natural resources 
received the heaviest support, over 27 percent of the total; transportation came 
next, with 18 percent; health and sanitation projects received 15.6 percent of the 
total; education, 10.2 percent; and the balance was distributed among the 
categories of industry and mining, public administration, community development 
and housing, labor, and general and miscellaneous projects. 

Over 80 percent of the funds obligated for projects went to 10 countries, 
divided as follows: 


Million Million 


Miscellaneous, additional grants have been made by agencies other than ICA, 
largely under the three programs already noted—for the eradication of hoof-and- 
mouth disease, and the Inter-American Highway and atoms for peace programs. 
In the case of the first, the entire grant of $93.9 million went to Mexico. As 
regards the Inter-American Highway program, most of the Latin American 
countries have sbared in these grants, which have totaled $67 million in the 
period under review, but only five countries were recipients of amounts in excess 
of $1 million—Guatemala, received $24.5 million; Costa Rica, $17.8 million; 
Nicaragua $8.5 million; and Honduras, $2 million. Under the atoms for peace 
program only one grant, for $359,000, was made. It went to Brazil. 


ASSISTANCE TO LATIN AMERICA UNDER THE U.S. SURPLUS AGRICULTURAL COMMODITIES 
PROGRAM: 1954-58 


In addition to loans and grants, the United States has made available another 
form of assistance to Latin American countries—surplus agricultural products 
(under Public Law 480) payable in local currencies. In the period 1954-58, 
Latin American purchases (actual shipments) totaled over $245 million. 

Only about half of the Latin American countries have participated in this 
program. Substantial purchases have been made by Chile, Argentina, Bolivia, 
and Colombia, but by far the largest buyer has been Brazil, with purchases in 
this period amounting to more than $78 million. 

This program has provided the means of still a further type of assistance. 
Under the provisions of the law (Public Law 480), two forms of loan assistance 
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have been available: (1) Under section 104(g) governments have been granted 
loans out of U.S. Government accumulations of local currencies accruing from 
their purchases; and (2) under section 104(e), 25 percent of the proceeds from 
these sales are available for loans to private business firms through the Export- 
Import Bank. 

Under the above provisions, the equivalent of $73 million has been loaned to 
Latin American countries. Loans to Brazil have totaled $30 million; to Chile, 
$15.8 million; to Colombia, $13 million; to Uruguay, $8 million; to Ecuador, $4 
million ; and to Paraguay, $2 million. 

Finally, this program has provided outright emergency relief grants of surplus 
agricultural commodities to Latin American countries, totaling over $47 million. 
With the exception of Argentina, Cuba, the Dominican Republic, and Venezuela, 
all of the American Republics have been recipients of such grants. Bolivia has 
received the major share, $25.3 million worth of agricultural products, and Peru 
the next largest share, $12.8 million worth. 

U.S. assistance to Latin America under this program compares with world 
totals, as follows: 


[Millions of dollars] 


Commodity Emergency 
sales for local | Local cur- relief com- 
currency rency loans modity 

grants 
| 


All couintrite.. .. -.inin cB cuca ch + ah on ie Did eo eewaew ae 3, 650 320 350 
Latin America 73 47 


Percentage share of Latin America , 22.8 13.5 


Note.—The tables which follow this text give detailed figures on U.S. non- 
military aid to Latin America, under the following headings: 

Table I-A: U.S. Government nonmilitary loans and grants to Latin America 
1946-58 (annual totals by sources and types of funds). 

Table I-B: U.S. Government nonmilitary loans and grants to Latin American 
countries : 1946-58 (total aid to individual countries). 

Table I-C (1 to 22): U.S. Government nonmilitary loans and grants, 1946-58 : 
separate table for each country, showing annual totals, broken down according 
to sources and types of funds. 

Table II: ICA project obligations by field of activity: 1955-58 (dollar totals 
for each country and percentage shares of fields of activity in the totals). 

Table III-A: Assistance to Latin America under the U.S. surplus agricultural 
commodities program: 1954-58 (annual totals for Latin America of commodity 
sales for local currency, local currency loans, and commodity relief grants, in 
dollar equivalents). 

Table III-B: Assistance to American countries under the U.S. surplus agri- 
cultural commodities program : 1954-58. 

Details in these tables may not add to totals because of rounding. 
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TABLE IIJ—-A.—Assistance to Latin America under the U.S. surplus agricultural 
commodities program, 1954-58 


[In thousands of dollars] 





| 
| Commodity Local cur- | Commodity 
| sales for local | rency loans grants for 
currencies to govern- emergency 
ments relief 








5, 405 
15, 114 
13, 412 
9, 653 
57, 921 31, 723 3, 756 


245, 151 73, 193 43, 339 


TABLE III-B.—Assistance to Latin American countries under the U.S. surplus 
agricultural commodities program, 1954-58 


[In thousands of dollars] 


Commodity Local Commodity 
Country sales for local |currency loans} grants for 
currencies to govern- emergency 
ments relief 





Argentina 
Bolivia ies cinicaiarateinas tii ce-on teeniobin asta oe saecenpallanendardetpaclonshielicha Uieectecsaiasamndits Sednockortee 


Colombia 
Costa Rica 


Dominican Republic 
Ecuador 

E] Salvador-- 
Guatemala 


Paraguay 

Peru 

Uruguay_. 

Venezuela 

SN IID, ho sid steht. ncnciddantnad pn gaudannddounipunemesiiman tained 
Regional 








73, 193 47, 339 





APPENDIX VI 
U.S.Tax Poritctes Arrectinc U.S. Private INVESTMENT IN LATIN AMERICA 


The U.S. income tax vitally affects private U.S. investment in Latin America— 
as it does in other parts of the world—in two important respects. First, it 
poses an often insuperable impediment to foreign investment if there is inade- 
quate relief from international double taxation. Second, it influences the form 
and pattern of such investment. 


U.S. taxation of foreign income 


The U.S. Government has traditionally asserted its jurisdiction to tax domestic 
corporations—and citizens—on their entire income irrespective of geographic 
source. If a U.S. corporation operates directly in a foreign country—usually 
termed a branch operation—the total income earned by that branch is included 
in the corporation’s income and the expenses of the branch are deducted in the 
same fashion as expenses within the United States are deducted. Because the 
foreign income of U.S. corporations is commonly taxed in the country of origin, 
the U.S. Government policy of taxing such income results in international double 
taxation. Without relief, the combined U.S. and foreign tax may so drastically 





UNITED STATES AND LATIN AMERICAN POLICIES 103 


reduce net foreign profits as to prohibit investment abroad. To cite an extreme 
case, where the U.S. tax of 52 percent is coupled with a foreign tax of 50 percent, 
the total tax exceeds the amount of the income earned abroad. 

The U.S. Government recognizes as a limitation upon its tax jurisdiction that 
it may not disregard the foreign entity of foreign corporations and, therefore, 
may not tax foreign income earned by foreign corporations. Thus if a domestic 
corporation operates directly in a foreign country, its earnings in the foreign 
country are subject to U.S. income tax. However, if the U.S. corporation oper- 
ates in the foreign country through a foreign subsidiary—that is, a corporation 
organized under the laws of a foreign country—the U.S. Government does not 
tax the income of such foreign corporations unless they are foreign personal 
holding companies.” Since a foreign corporation is not itself subject to tax, a 
domestic corporation owning stock in a foreign corporation is subject to tax on 
the earnings of the foreign corporation only when the income of that foreign 
corporation is distributed as a dividend to the parent. 

Foreign tax credit 

The foreign tax credit represents the basic mechanism of the U.S. tax law 
for alleviating, if not eliminating, the double taxation of income from foreign 
sources. The foreign income taxes (including excess profits taxes) imposed on 
foreign source income are credited against—that is, deducted from—the U.S. tax 
imposed on such income. 

The tax credit extends not only to foreign income taxes paid directly 
by U.S. corporations but also to foreign taxes paid by foreign subsidiaries and 
foreign sub-subsidiaries of U.S. corporations: For this purpose, a foreign sub- 
sidiary is defined as a foreign corporation 10 percent or more of the stock of 
which is owned by a domestic corporation. The foreign sub-subsidiary is a for- 
eign corporation 50 percent or more of the stock of which is owned by the for- 
eign subsidiary of a domestic corporation. The credits for subsidiary and sub- 
subsidiary taxes are referred to as “indirect credits,” and are available to the 
U.S. parent company only when the income subject to the foreign tax is re- 
turned to it in the form of dividends. 

Under the so-called per country limitation, the amount of the credit allowed 
with respect to taxes paid a foreign country cannot exceed the U.S. tax im- 
posed on the income from that country. This limitation is designed to prevent 
the credit for foreign taxes from eroding the U.S. tax on U.S. source income 
where the foreign tax rate is higher than the U.S. rate. The general effect of 
this limitation is that the rate of combined U.S. and foreign tax paid by a U.S. 
corporation equals the higher of the rates imposed on the two countries. 

In computing the per country limitation, the determination of income source 
is governed by U.S. standards. Foreign source rules often vary substantially 
from those effective in the United States, a development which may render the 
tax credit powerless to prevent double taxation. Consider, for example, the 
sale of personal property by a U.S. corporation, in which the contract of sale 
is effected in country X and title to the merchandise passes in the United 
States. Under U.S. source rules, discussed below, the place where title passes 
determines income source, and, therefore, the income from the sale is deemed to 
arise in this country. Country X, however, employs the place-of-contract test 
and, accordingly, taxes the income on this basis. No credit will be allowed for 
the foreign tax because under U.S. standards there is no taxable income from 
country X. 

Only foreign income taxes or taxes imposed in lieu of income taxes are 
creditable. A foreign tax must qualify as an income tax under the U.S. con- 
cept of income taxation. This has come to mean generally that the tax must 
be imposed on net or, in some cases, gross income. Credit for taxes levied 
on gross receipts has generally been disallowed. 

Not all countries derive their principal revenues from the taxation of income, 
and hence in many instances the tax credit has not eased the burden of the 
double tax. In 1942, when the credit was extended to foreign taxes imposed 


2A foreign personal holding company is a foreign corporation 50 peremns or more in 
e 


value of the stock of which is controlled by 5 or fewer citizens or residents of the United 
States, and which derives more than 50 percent of its income from interest, dividends, rents, 
or other specified forms of passive income, known collectively as personal holding company 
income. n this situation the undistributed foreign personal holding company income of 
the corporation is deemed to be distributed to its shareholders pro rata each year. The 
sherohoiders muat then report their apportioned part of that income in their personal 
nheome tax returns, 
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“in lieu of income taxes,” it was generally understood that the new provision 
was designed to alleviate this situation and therefore was to be construed 
broadly. However, the U.S. Treasury has limited the “in lieu of” credit to 
cases where (a) the foreign country has an income tax in force; (0) the tax- 
payer would be subject to such income tax in the absence of a substitute tax ; 
and (c) the general income tax is not imposed on the taxpayer who is subject 
to the substituted tax. Thus interpreted, the “in lieu of” credit has been of 
limited benefit. 


Western Hemisphere trade corporation 


A domestie corporation which derives substantially all of its income from 
sources within the Western Hemisphere outside the United States may elect 
to be taxed as a Western Hemisphere trade corporation.” The advantage of this 
status is that tax is imposed at the special rate of 38 percent, rather than the 
normal 52-percent corporate rate. 

If a corporation is to qualify as a Western Hemisphere trade corporation, it 
is required that (a) all of its business be done in countries of North, Central, or 
South America or the West Indies; (b) 95 percent or more of its gross income 
must be from sources outside the United States; and (c) 90 percent or more 
of its gross income must be derived from the active conduct of a trade or 
business. Incidental purchases made outside the Western Hemisphere do not 
disqualify a corporation from status as a Western Hemisphere trade corpo- 
ration. 

Corporate shareholders of a Western Hemisphere trade corporation are en- 
titled to the intercorporate dividend deduction ; that is, they may exclude 85 per- 
cent of dividends received from such corporation from their gross income. As a 
result, a corporate owner of a Western Hemisphere trade corporation will net 
approximately 57 percent of the subsidiary’s earnings. 

Foreign taxes paid by a Western Hemisphere trade corporation are creditable 
against its U.S. taxes. However, the corporate parent of such a corporation is 
not allowed a credit for foreign taxes paid by its subsidiary. 

Satisfaction of the 95 percent gross income problem has proven to be the great- 
est obstacle to qualifying as a Western Hemishpere trade corporation. This is 
especially true of export sales, with respect to which the U.S. Treasury has 
attempted to overthrow passage of title as the determinative of income source. 
This problem is more fully discussed below. 


Source of income 


The determination of the source of income is focal to— 

(1) the taxation of foreign corporations, since only income from sources 
within the country is taxable to such corporations ; 

(2) the computation of the foreign tax credit under the per country 
limitation ; and 

(3) qualification as a Western Hemisphere trade corporation under the 
95 percent gross income test. The U.S. rules with respect to determination 
of source of income follow : 

(a) Dividends are deemed to be derived from the country in which 
the corporation declaring the dividend is incorporated. Hence, divi- 
dends received from foreign corporations are generally regarded as 
foreign income. The exception to this is that if a foreign corporation 
engaged in trade or business in the United States derives 50 percent 
or more of its income from U.S. sources, then pro rata the dividend is 
treated as derived from U.S. sources. 

(6) Interest.—The residence of the obligor governs the source of 
interest income. However, interest paid by a resident foreign corpo- 
ration or a domestic corporation is not deemed to be of U.S. source 
unless such corporation derives 20 percent or more of its gross income 
from sources within this country. 

(c) Personal services.—The source of income derived from the ren- 
dering of personal services is the place where the services are rendered. 


% It is also possible for a wholly owned Canadian or Mexican corporation to be treated 
as a domestic corporation for paspones of sec. 921, if it is organized and maintained solely 
for the purpose of complying with the laws of either country as to title and operation of 
property and if it is so treated for consolidated return purposes by a domestic corporation 
owning or controlling 100 percent of its capital 


stock 
1% These purchases in aggregate amount cannot exceed 5 percent of the corporation’s total 
gross receipts. 
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(d) Rents and royalties—The source of income from rents or royal- 
ties is the place where the property is located or used. 

(e) Sale of personal property.—The source of income on the sale of 
personal property involves the following rules: If property is produced 
within the United States and sold outside the United States, or vice 
versa, then the income is apportioned between the place of manufac- 
ture and the place of sale. Income derived from the purchase of per- 
sonal property within the United States and its sale outside the United 
States is deemed to be derived entirely from the place where sold. 

(f) Sale of real property.—Income from the sale of real property is 
derived from sources within the country in which the real property 
is located. 

The place of sale has been interpreted by the courts to be the place where 
title to the property passes from the seller to the buyer. Under the law of sales, 
title passes at the place where the parties intend and is subject to contractual 
arrangement between the parties. Generally, title passes where the risk of loss 
of the goods in transit is assumed by the purchaser. In the absence of specific 
agreement between the parties as to where title shall pass, certain presumptions 
arise according to the nature of the sale. Thus, if goods are sold f.o.b. New 
York or cif. New York, it is generally understood in foreign trade that the 
seller’s responsibilities terminate upon the loading of the goods aboard the 
carrier. As a consequence, the risk of loss and, hence, title passes within the 
United States on such sales. In contrast, if goods are sold under a specific under- 
standing that they must be delivered f.o.b. the foreign port, then title to the goods 
passes outside the United States. 

This rule as to title passage is now under attack by the U.S. Treasury in a 
number of court cases involving qualifications of domestic corporations as 
Western Hemisphere trade corporations. The basis of the attack in these cases 
appears to be that the source of income ought to be determined by the place 
where the substance of the transaction occurred. The argument of the U.S. 
Government is that title has been retained in these cases by the seller only to 
avoid taxes—that is, to qualify the income as foreign source income—and that 
for this reason the benefits of the provision ought to be denied. The theory is 
that where the sale is arranged in a particular manner for the principal purpose 
of tax avoidance, the source of the income ought not to be determined by title 
passage alone but should depend instead upon an analysis of all the relevant 
factors of the transaction, such as the place of negotiation and signing of the 
contract, the place of payment, time of payment, as well as a consideration of 
where the property in the goods passed from the seller to the buyer. 


Pattern of investment in Latin America 


The foreign investment of a U.S. corporation in Latin America may take the 
following forms: 
Branch of the U.S. corporation. 
Domestic subsidiary of the U.S. corporation. 
Domestic subsidiary of the U.S. corporation qualifying as a Western 
Hemisphere trade corporation. 
A foreign subsidiary of the U.S. corporation. 
A foreign subsidiary of a foreign subsidiary of the U.S. corporation— 
base company operation. 
Given the framework of the United States and foreign tax systems, the choice 
of form will largely be determined by the nature of the foreign business enter- 
prise and the anticipated use of the income earned abroad. 


Domestic incorporation 


As indicated earlier, the earnings of a foreign branch are directly taxable to a 
U.S. corporation at the corporate rate of 52 percent. Where the foreign income 
tax rate is less than 52 percent, the foreign taxes are fully creditable and the 
net after tax earnings of the branch is 48 percent. Where the foreign tax is 
greater than 52 percent, the net earnings retained after tax equals the difference 
between total (before tax) earnings and the foreign tax. 

Branch operations may be desirable where early losses are expected in the 
initial years of the foreign business venture, for only this arrangement allows 
the U.S. corporation to deduct these losses from its domestic income. 

Operation of a foreign enterprise through the domestic subsidiary of a U.S. 
corporation subjects foreign income to essentially the same taxation in the 
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United States as is involved in branch operation. Additionally, the parent corpo- 
ration must pay an intercorporate dividend tax of 7.8 percent on receiving a 
dividend from its domestic subsidiary.” 

Either a branch or a domestic subsidiary operation will preserve the deple- 
tion allowance if the foreign enterprise is engaged in an extractive industry. 
Foreign incorporation results in the loss of this allowance. However, this allow- 
ance is also available to domestic corporations qualifying as Western Heii- 
sphere trade corporations. And, of course, such qualification also results in the 
14-percent tax reduction discussed previously. 

Where the foreign tax is imposed at a rate of less than 88 percent, the entire 
foreign tax is absorbed as a credit against the U.S. tax. The relative tax ad- 
vantage of operations as a Western Hemisphere trade corporation declines when 
the foreign tax exceeds 38 percent, and disappears completely once the foreign 
rate reaches 52 percent. 

For a company that wishes to remit income on an annual basis, operation 
through a Western Hemisphere trade corporation affords the cheapest tax route. 
However, it shouid be appreciated that in addition to problems faced by the 95- 
percent gross income requirement, the Western Hemisphere trade corporation is 
also restricted in that it may not receive more than 10 percent of its gross income 
from royalties, dividends, interest, or other forms of passive income. 


Foreign incorporation 


The foreign subsidiary of a U.S. corporation is a recognized foreign corpora- 
tion and, as such, its foreign source earnings are not subject to taxation in this 
country until remitted to its domestic parent in the form of dividends. Thus, 
through the operation of a foreign subsidiary, the parent is able, free of U.S. 
tax, to accumulate profits abroad for reinvestment or other purposes. 

The foreign income taxes paid by a foreign subsidiary are creditable against 
the U.S. tax of the domestic parent only when dividends are received from the 
subsidiary. Effectively, then, the accumulation of profits abroad results in a de- 
ferral not only of the U.S. taxation but also of the credit for foreign taxes paid on 
such profits. Thus, where the rate of foreign tax approximates that imposed by 
the United States, the relative advantage of tax deferral declines. And, of 
course, where the foreign rate equals or exceeds 52 percent, the U.S. tax is com- 
pletely absorbed by the credit for foreign taxes, and the use of a foreign subsidi- 
ary is without tax benefit. 

Because of the method of computing the indirect credit for tax paid by a 
foreign subsidiary, the combined burden of United States and foreign tax, where 
the foreign rate is less than 52 percent, will be less than that resulting from 
branch operation.” In other words, the use of a foreign subsidiary effects not 
only a deferral of U.S. taxation but an ultimate tax savings. 

A refinement of the foreign subsidiary method is the so-called base company 
operation. A base company is a corporation organized in a foreign country for 
purposes of conducting business operations in third countries through agents, 
branches, or, more commonly, subsidiaries incorporated in such third countries. 
The profits from third country operations are, or can be, accumulated in the base 
company, which, as a foreign corporation, is not directly subject to taxation in the 
United States. The foreign country of incorporation, referred to as the base 
country, is one which either grants preferential tax treatment to foreign income 
earned by companies organized under its laws, or levies little or no income tax 
on foreign or domestic income. 

The advantages of base company operation are many. Perhaps the most im- 
portant is that it permits the tax-free transfer of funds between subsidiaries of 
the base company located in different countries, thus providing an ideal medium 
for overall foreign expansion and investment. The funds either flow through 
the base company from one subsidiary to another, or are simply withdrawn from 
the earnings accumulated in the base company. The lateral transfer of funds 
free of U.S. tax is not possible when the domestic parent corporation operates 
directly through foreign subsidiaries, for the parent, in acting as a conduit for 
such transfers, will be deemed to receive taxable dividends from the distributing 
foreign subsidiary. Even if one foreign subsidiary were to loan funds to another, 





* This figure represents the application of the 52-percent corporate tax to the 15 percent 
of dividends which are taxable after taking the intercorporate dividend deduction. 

18 The optimum net return is realized where the foreign tax is 26 percent, in which case 
subsidiary operation will net nearly $54 of every $100 earned abroad, as contrasted with 
$48 of every $100 in branch operation. 
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the parent might be subject to taxation under the doctrine of constructive 
receipt. 

The use of a base company also provides the U.S. parent with a means of 
minimizing the effect of the per-country limitation on the foreign tax credit. 

Under that limitation, the tax credit of the parent operating through branches 
or directly owned subsidiaries is computed separately for each country from 
which income is derived, and the credit for each country’s tax cannot exceed 
the U.S. rate. However, because the income to a base company is deemed to 
have arisen in the base country, and all taxes paid by its subsidiaries are con- 
sidered to have been paid by the base company, the taxes paid in the third 
countries are effectively averaged in base company operation. Thus, the only 
limitation on the credit is that the overall taxes paid or deemed to be paid by 
the base company cannot exceed the tax imposed by the U.S. Government on 
such income. 

The method of computing the indirect credit for foreign taxes paid by the 
foreign subsidiary in base company operation results in an even greater after- 
tax net to the domestic parent than that realized in foreign subsidiary opera- 
tion, provided the foreign tax is imposed at a rate of less than 52 percent.” 


CONCLUSIONS 


The U.S. tax law tends to discourage investment in Latin America through the 
medium of a branch or ordinary domestic subsidiary of a U.S. corporation. The 
Western Hemisphere trade corporation provisions offer incentives principally 
to companies engaged in the extractive industries or export operations. And, 
the advantage of these provisions for the latter purpose has been rendered 
increasingly doubtful by recent U.S. Treasury attacks on the passage-of-title 
doctrine. 

The use of the foreign subsidiary, or even more especially the base company, 
represents the major incentive feature of the U.S. tax law to investment in Latin 
America. Generally speaking, the tax rates of Latin American countries are 
appreciably lower than those effective in the United States, and the deferral of 
U.S. tax through foreign incorporation has therefore enabled a reinvestment of 
the greater portion of foreign earnings. Understandably, then, the trend of 
private investment has been to do business through foreign corporate vehicles. 

Foreign incorporation, of course, requires expatriation of capital, and for 
this and other reasons, perhaps more psychological than economic, is viewed 
with great reluctance by certain segments of the U.S. business community. 

Several of the Latin American countries impose principal taxes which do not 
qualify as income taxes under U.S. concepts. The consequent loss of credit for 
these taxes must be viewed as a deterrent to investment in these countries. 

The series of income tax treaties and conventions concluded by ‘the United 
States with other countries have been quite effective in restricting the impact 
of this and other sources of double taxation. Unfortunately, of the Latin Amer- 
ican countries, only Honduras has entered into an income tax treaty with the 
United States. The failure of other Latin American countries to conclude such 
treaties is probably attributable to the fact that because the balance of trade 
and investment favors the United States, the effect of such treaties would in- 
crease United States and decrease Latin American tax revenue. However, it 
should be appreciated that tax treaties with European countries have provided 
a stimulus to U.S. investment in those countries. There is encouragement in 
the fact that the United States is presently attempting to negotiate tax treaties 
with several of the Latin American countries. 


APPENDIX VII 


U.S. ANTITRUST PoLicies AFFECTING U.S. Private INVESTMENT IN LATIN 
AMERICA 


U.S. antitrust legislation acts as a deterrent to private U.S. investment over- 
seas to a minor degree only. The flow of capital to foreign areas would not 
increase significantly if U.S. investments abroad were freed from antitrust con- 


17 Where the foreign tax rate is 26 percent, base company operation results in an after-tax 
net of approximately $57 of every $100 earned by the foreign subsidiary. 
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trol, since they usually do not involve activities which can reasonably be con- 
strued to violate the two primary targets of all antitrust legislation—conspiracy 
to restrain trade and the exercise of monopoly power. Such investment plans 
as are deterred by antitrust legislation are abandoned, or at least delayed, often 
because the corporate counsel is unable to determine the scope or intention of 
the legislation as it may affect a particular investment proposal. Too few cases 
involving overseas investments have been brought before the courts to permit a 
compilation of illegal activities. In fact, the language of the courts in a number 
of important decisions has been so vague as to raise more doubt than clarifica- 
tion. The results of 70 years of prosecution for foreign activities under the 
Sherman Act and other antitrust legislation have left the active and potential 
foreign investors either unperturbed about, or unaware of, the storms that may 
lie ahead. 

Violations of the “naked restraint” prohibitions (illegal per se) as enumerated 
by the law or interpreted by the courts do not occur with anything like the fre- 
quency of the 1920’s—that is, before the Department of Justice began to move 
with increased energy against the powerful international cartels. While the 
prohibitions embodied in antitrust legislation have deterred U.S. corporate activ- 
ities abroad, most of the naked violations did not—and. as they occur today, do 
not—jeopardize either investment of U.S. capital in physical plant abroad or the 
licensing of technical skills and trademarks to overseas entrepreneurs, Rather, 
they involve the collusion of various international giants either in dividing up 
world markets or administering international pricelists, with or without coinci- 
dent investment and license arrangements, and their elimination does not shut 
off the capital flow so urgently needed by the industrializing countries. 

Since this appendix is concerned with the effects of antitrust legislation upon 
the flow of private U.S. capital and because the emphasis here is to be on the 
type of investment capital which can play a role in the development of the Latin 
American economies, many of the important antitrust proceedings against U.S. 
corporate activities overseas can be omitted from consideration. Furthermore, 
since antitrust prosecution of U.S. foreign business operations has been directed 
primarily against international conspiracies and many of the important cases 
which have involved U.S. capital investments abroad have also involved the 
activities of U.S. corporations in collusion with European-owned international 
trading corporations, the record with regard to investment activities in Latin 
America (where cartels are of only minor significance) is necessarily brief. 
True, some of the most important “precedent” cases in the antitrust field have 
involved Latin American interests, but these cases have been more important in 
clarifying the legislation than in indicating a primary concern of the Depart- 
ment of Justice. And, although the operations of such large companies as 
Creole, Mene Grande (Gulf), Chile Copper, and United Fruit might possibly 
involve arrangements with large non-American companies pertaining to markets 
and prices, their investment plans will probably not be greatly affected by anti- 
trust proceedings, unless price structures under more competitive conditions 
would make large investments nonfeasible. 

Put another way, a study of the effects of antitrust legislation and prosecution 
on U.S. investment abroad would show these to be a greater deterrent to in- 
vestment in already industrialized areas, where foreign competitors must be 
reckoned with, than in Latin America, where markets are still relatively uncon- 
tested. This generalization is only valid, however, in cases where the investor 
is looking toward the Latin American market as a source of profit. It does not 
hold for cases where the investor is interested in extracting primary products 
for export. Of course, as the “conspiracy” marketing violations (horizontal) 
are gradually brought under control, the Department of Justice may shift its 
attention to the “monopoly” violations (vertical as well as horizontal) and 
devote more of its energies to business operations in primary producing areas. 


HISTORY OF THE LEGISLATION AND ITS INTERPRETATION BY THE COURTS 


The most important piece of antitrust legislation affecting foreign investment 
is the Sherman Antitrust Act. Passed in 1890, at a time when the Congress was 
becoming increasingly concerned with the growth and expanding market power 
of monopolies and oligopoly alliances in the United States, the act provides that 
“every contract, combination in the form of trust or otherwise, or conspiracy in 
restraint of trade or commerce among the several States, or with foreign nations, 
is hereby declared to be illegal * * *” and that, “every person who shall monopo- 
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lize, or attempt to monopolize, or combine or conspire with any other person or 
persons, to monopolize any part of the trade or commerce among the several 
States, or with foreign nations, shall be deemed guilty of a misdemeanor * * *,” 

It was left for later legislation and the courts to define the reference to 
“* * * trade or commerce * * * with foreign nations * * *.”’ Until the 1940’s 
there was no question but that only those activities of American business abroad 
which directly affected U.S. trade were subject to the law. Since World War II, 
however, and with the growing interdependence of the economies of the world, 
there has developed some argument as to whether any activity significantly af- 
fecting a foreign economy is not accountable for at least indireet effects on the 
United States. To date, the courts have not been disposed to interpret the legis- 
lation on the matter as broadly as this, but American business is all too well 
aware that they may do so in the future. 

Thus, at present, American operations in Latin America, or anywhere in the 
world, which do not immediately affect the volume of U.S. foreign trade or the 
U.S. price structure, have been immune from antitrust prosecution. At the same 
time, however, the laws have been applied to foreign-owned companies trading 
with the United States when their activities, however much condoned by the laws 
of their home country, nevertheless have violated U.S. antitrust law. The latter 
provides that any property these foreign companies own within the territorial 
limits of the United States can be impounded if the courts’ injunctions are not 
obeyed. This situation has on several occasions generated a certain measure of 
ill will with other governments. 

Whether the violations are committed by American concerns, by foreign con- 
cerns, or by a combination of the two, however, the courts have so far ruled 
against only those violations which have significantly affected, or could signifi- 
cantly affect, commerce in a single commodity or group of commodities. Viola- 
tions of minor import have not been prosecuted and it is, therefore, impossible 
to say whether the Supreme Court interprets the antitrust legislation to apply 
only in cases where competition is severely restricted or whether it simply has 
not had the opportunity specifically to condemn minor infractions. In any event, 
business must not, and has not, presumed that such minor restraints are beyond 
the interest of the Department of Justice, nor can it overlook the possibility of an 
injured private party bringing suit against it. 

Given the Court’s interpretation of the Sherman Act with respect to foreign 
commerce, the various other antitrust acts affecting such trade seem merely to 
explore the intentions and concerns of the Congress in the Sherman Act. Thus, 
in 1894, the Wilson Tariff Act contained provisions specifically condemning re- 
straints on the import trade and the Clayton Act of 1914, while more thoroughly 
exploring the institution of monopoly in foreign trade (sec. 7), was nevertheless 
interested in detailing prohibitions both of import restraints and of price dis- 
criminations on imported goods (sec. 2,3). Similarly, section 337 of the Tariff 
Act of 1930 declared illegal “unfair methods of competition” in import commerce. 
In the Federal Trade Commission Act, a section applying to commerce with other 
nations (sec. 5) was included and by 1944 applied to activities of Americans 
which brought hardship to their U.S. competitors’ export business. In his book 
on “Antitrust and American Business Abroad,” Kingman Brewster, Jr. lists 71 
U.S. statutes of relevant interest. 


TRENDS IN GOVERNMENT ANTITRUST POLICY AFFECTING FOREIGN BUSINESS ACTIVITIES 


The foregoing brief history of antitrust legislation indicates the primary con- 
cern of the Congress with restrictions on import trade during the first three dec- 
ades following 1890. In fact, in the controversial Webb-Pomerene Export Trade 
Act of 1918, the association of competitors in the export of goods to foreign mar- 
kets was exempted (subject to a few conditions) from the Sherman Act, in order 
to permit U.S. exporters to compete against foreign buying cartels and price struc- 
tures. Although the Webb-Pomerene Act was carefully worded to prevent its 
use against independent exporters, it was not until the Tariff Act of 1930 that 
attention was finally directed toward the many ways in which certain U.S. 
exporters were taking advantage of legislative neglect to interfere unduly with 
the competitive export trade. In the last few decades, the flow of goods both 
into and out of the United States has been subjected to scrutiny by both the 
Congress and the Department of Justice. 

There has been relatively little consistency in the application of antitrust 
pressure. The same types of foreign business arrangements have been subjected 
to varying degrees of criticism. But, since the war the emphasis has shifted 
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to a greatly expanded range of activities considered to be in the danger zone of 
prosecution. It must be remembered in this regard that antitrust policy is as 
much a responsibility of the Attorney General as of the courts, and the direction 
in which the evolving legislation casts its shadow is probably not as significant in 
the analysis of the actual impact of antitrust as is either the prevailing mood 
of the Supreme Court or the varying emphasis of Department of Justice prose 
cutions. 

The first antitrust case involving foreign trade was the celebrated Banana 
case of 1909, which was brought to court by a competitor of United Fruit and 
involved alleged monopolization by the latter of banana plantations and port 
facilities in Costa Rica. The charge of inhibiting import trade in bananas was 
eventually dismissed, on the grounds that the action of the local government 
(which had assisted United in forcing the complainant out of the area) could 
not be subject to the scrutiny of a U.S. court. 

In 1927, another far-reaching decision was handed down by the Supreme 
Court on a similar incident involving imports of sisal from Central America. 
The Sisal case was brought against a group of American financiers and pro- 
ducers who had attempted to control the production and the import of sisal 
from Mexico. Several other cases followed, involving similar restrictions on the 
import of raw materials from other foreign sources. 

With the advent of World War II, the Nation became acutely conscious of the 
economic power that large international cartels (mostly formed since World 
War I and many of them involving German capital) could wield over the 
American industrial economy. For this and other reasons, the postwar years 
saw the beginning of an era of “unparalleled vigor” in antitrust prosecution 
against foreign operations, and the emergence of a clearly defined policy directed 
at breaking up the large international cartels—not only those guilty of interna- 
tional and serious restraints, but also those whose arrangements, in effect, 
violated the law, regardless of intent. Several of the offenders pleaded that the 
antitrust violations were not the primary motivation of the cartel’s formation, 
but were, in fact, merely “ancillary” effects of arrangements forced upon the 
defendants by the strictures of foreign laws and the nature of the international 
economy—legitimate business reasons, in their view. The Supreme Court, how- 
ever, wasted no time in striking at the “ancillary” argument and declared that 
the division of the world market among “conspirators” and the establishment 
of elaborate production and pricing schedules were, indeed, the primary motives 
of the cartels. 

Thus, in the National Lead case of 1945, “two American and several foreign 
companies were found to have restrained world commerce in titanium pigments 
by means of parceling out their common technology for exclusive use of one or 
another of the parties in specified territories.’ The defense claimed the restric- 
tions were ancillary to the technological interchange, but the plea was ignored. 
This was a clear warning that licensing of technical information would not justify 
anticompetitive arrangements, even if the companies were of the opinion that 
such arrangements were morally sanctioned by the licenses. Moreover, with the 
National Lead decision, it became clear that cartels governing U.S. commerce 
were vulnerable, whether or not they seriously restricted trade or effected extor- 
tionate prices. The latter clarification is of considerable significance. It means, 
in effect, that the so-called rule of reason resorted to by the Court would apply 
whenever the legality of restrictive arrangements (other than those outlawed 
per se) was in question, but would not be used in any sense to judge the effects 
of illegal arrangements. In other words good performance, or limited effect, 
would not immediately excuse a defendant guilty of illegal procedure. But the 
Court, in reviewing these complicated cases in their entirety, has shown itself 
willing to weigh such factors as inherent market power, effect, and intent (pri- 
mary purpose). 

In 1951, a very important decision was handed down condemning the Timken 
Roller Bearing Co. “for its agreement not to compete with its British and French 
affiliates or to let its British and French affiliates compete in the Western Hemi- 
sphere.” This decision has probably done more than any other to deter investinent 
decisions because, involved in the Timken agreement and, according to the com- 
pany justifying the entire arrangement, were sizable capital investments by 
American Timken in British and French Timken. The capital investment, itself, 
was not subject to censure; nevertheless, “it became clear that investment, like 


licensing. did not necessarily afford reliable legal excuse for a restrictive agree- 
ment.” 
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Another important precedent bearing directly upon investments abroad was 
the Minnesota Mining case of 1950. While neither foreigners’ interests nor any 
obvious restrictions on imports into the United States were involved, the Court 
argued that the joining of several dominant U.S. competitive firms of the coated 
abrasives industry for purposes of investing abroad restrained the exports of each 
and, moreover, probably would reduce their domestic rivalry. Thus, another 
method of foreign investment—by joint action—was put on notice that it was not 
necessarily immune from antitrust prosecution. Of further significance in this 
case is the fact that section 7 of the Clayton Act was used for the express purpose 
of arresting restraints and monopolies at the outset. 

In brief, the antitrust policy of the U.S. Government toward business operation 
abroad, since the war, may be summarized as follows: 

1. International cartels that provide for the division of the world market and 
the control of prices in several countries have been subjected to prolonged attack 
whenever those arrangements have directly affected the U.S. market. 

2. On the basis of this policy, as well as of several cases involving only U.S. 
companies acting together, the U.S. Government appears to be more concerned 
with restraints by conspiracy as condemned by section 1, of the Sherman Act, 
than with those involving monopoly, condemned by section 2. 

3. Nevertheless, monopolization of raw material sources and import facilities 
has not been overlooked. Nor have the legitimate relations of an American cor- 
poration with its foreign subsidiaries, even those wholly owned, been exempt from 
serious questioning in recent years. 

4. Finally, the antitrust prosecution has been directed only against conspiracies 
whose entire structure is made up of a complex of restraints on commerce. In 
the last 15 years, however, the Department of Justice has begun to attack re- 
straints which accompany otherwise legal and, in fact, highly desirable foreign 
activities such as licensing and capital investment. 


CASES INVOLVING LATIN AMERICAN OPERATIONS 


1. American Banana Company v. United Fruit Co. (1909).—As stated earlier, 
this case was the first antitrust action involving the foreign activities of a U.S. 
company. American Banana charged United Fruit with having tried to exclude 
it from the Central American banana fields and monopolizing the banana trade. 
The complaints involved United Fruit’s use of Costa Rica’s militia to oust Ameri- 
can from its plantations, United Fruit’s elimination of all competitive traders 
from the local banana markets through “gratuitous overbidding,” and “alleged 
conspiratorial acts by United [Fruit] within the United States to drive plaintiff 
out of the American market.” 

In a series of decisions that have had a great impact on all subsequent cases 
involving the question of the extraterritorial reach of U.S. law, the court deter- 
mined that “the seizure of plaintiff's plantations was * * * unchallengable be- 
cause it was the act of a foreign sovereign, the acts of United were * * * beyond 
redress because they were presumed lawful under the laws governing the place 
where they occurred * * * [and] ‘a conspiracy in this country to do acts in 
another jurisdiction does not draw to itself those acts and make them unlawful, 
if they are permitted by local law.’ ” 

2. United States v. Sisal Sales Corp. (1927).—The defendants in this case were 
held to have violated both sections 1 and 2 of the Sherman Act. The case in- 
volved an alleged attempt by two U.S. corporations, in alliance with a Mexican 
firm, financed by U.S. banks, and with the support of discriminating legislation 
from the Mexican Government, to gain control of the entire Mexican sisal supply 
and, by monopolizing the import of the twine into the United States, to exact 
unduly high prices from American users. In upholding the complaint on appeal, 
the Supreme Court declared that it was “plain enough that appellees are parties 
to a successful plan to destroy competition and monopolize the purchase, importa- 
tion, and sale of sisal.” 

3. United States v. United States Alkali Export Association (1949).—Beginning 
in 1924, a U.S. export association, Alkasso, had negotiated several agreements 
with European alkali manufacturers relating to the sale of soda ash and caustic 
soda in the Latin American market. Not only were some countries specifically 
set aside for one or another of the producers, but maximum quotas were estab- 
lished for Mexico and South America and a general price rise agreed to. The 
Court held that Alkasso had “engaged in a course of action designed to stifle 
all exports of alkalis, including shipments effected under its direction. [In fact, 
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the association had] succeeded in becoming the export agent for virtually all 
producers of alkalis in the United States, and American foreign trade in alkalis 
was thus subjected almost entirely to the dictates of the international cartel.” 
Notably, the case involved only exporting and other trading activities and bore 
no implications on investment and licensing activities in Latin America. 

4. American Orystal Sugar Co. v. Cuban American Sugar Co. (1957).—This 
ease, which directly involved a U.S. investor in Latin America (although the 
antitrust violations themselves were only of indirect relevance to the investments) 
eoncerned the acquisition of partial control of a domestic beet-sugar producer by 
a U.S. corporation importing cane sugar from its parent company in Cuba. 
Establishing that the relevant product was refined sugar (undistinguished between 
beet and cane), the Court suggested the merger could lead to substantially 
lessened competition in the U.S. sugar market. In effect, the partial merger of 
American Crystal, the beet company, with Cuban American’s importing subsidiary, 
Colonial, tended toward monopoly, even though it still left the combine in only 
fourth place in the national ranking. This was the first case to be tried under 
section 7 of the Clayton Act, condemning the merger of two or more companies 
engaged in interstate or foreign commerce. 

5. United States v. United Fruit Co. (settled by consent decree 1958).—In a 
ease similar to the banana case, the United States charged United Fruit with 
restraining and monopolizing interstate and foreign trade in bananas, in violation 
of both the Sherman and Wilson Tariff Acts. Among the practices specifically 
cited were (a) the acquisition of nearly all banana land in Central America; 
(b) the control of port and communication facilities used in banana shipment; 
(c) pricing activities to drive out competitors; and (d) the regulation of supply 
so as to coerce customers. The case was settled by consent decree in 1958. 

6. United States v. Pan American World Airways, Inc. (pending, complaint 
filed 1954).—-The Pan American suit seeks “divestiture of Pan American Grace 
Airways, Inc., from Pan American World Airways, and W. R. Grace & Co., each 
of which owns one-half the stock of the joint company. It is alleged that Pan 
American and Grace formed Pan American Grace to buy up a potential air carrier 
in Latin America which would have competed with Pan American in air trans- 
portation and with Grace in ocean transportation, and further that the joint 
company has been used to prevent the growth of a competitive air transportation 
system.” 

7. United States v. Standard Oil Company of New Jersey (pending, complaint 
filed 1953) —This is the important International Oil Cartel case, primarily involv- 
ing production and marketing of Middle Eastern oil, but relevant, as well, to joint 
petroleum activities in Latin America. The complaint charges five major Ameri- 
can oil companies and two major foreign producers with a “conspiracy to restrain 
and monopolize petroleum and its products.” The illegal activities charged 
include “securing and exercising control over foreign production and supplies of 
petroleum, regulating U.S. imports in order to maintain domestic and world 
prices at an agreed level, and dividing up world producing and marketing 
territories.” 

In no other case, perhaps, are the conflicting interests of various U.S. Govern- 
ment policies more vividly portrayed. For, although antitrust action threatens 
any joint producing and distributing arrangements among the dominant petro- 
leum companies, it is precisely only in joint action that many of the oil com- 
panies are willing to contemplate exploration and exploitation in high political 
risk areas and virtually unchartered subsurfaces. Furthermore, as underlined 
by Iran’s action in nationalizing its oil industry almost immediately after the 
International Oil Cartel suit was filed, it is of crucial importance to the security 
of the United States that its oil companies be able to cooperate in the efficient 
and rapid restoration of the petroleum flow following an emergency which 
threatens to destroy the vital fuel lines for extended periods of time. 


THE FINDINGS OF SEVERAL SURVEYS 


The above cases, involving business operations in Latin America that were 
accompanied by antitrust violations, might appear to cover practically the entire 
spectrum of possible operations. However, both the Department of Justice and 
the courts have been reluctant to condemn any but the most flagrant and willful 
violations of antitrust policy. The cases reviewed indicate that the defendants 
are usually charged with extensive and effective restraint of an important com- 
modity trade or commercial medium. The deterring effect of antitrust, in other 
words, does not hang heavily over all companies operating abroad. 
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Among the questions asked by the U.S. Department of Commerce in a recent 
survey of a large group of U.S. business firms with interests overseas was: 

“What in your opinion will be necessary to encourage greater participation by 
private individuals and corporations in foreign investments, contracts for man- 
agement, engineering, or other services, where those projects are of the type 
that private enterprise would normally undertake? Among those Government 
inducements to which we refer are investment guarantees, financial aid, tax 
incentives, etc.” 

A total of 338 respondents suggested “one or more inducements as necessary 
to encourage greater private participation in overseas operation.” Of these, 18 
(about 5 percent) referred to the antitrust laws, requesting either further clari- 
fication or modification of regulations. Six firms specifically cited the necessity 
for a “publication by the Attorney General of an up-to-date summary of the 
current interpretation of the U.S. antitrust laws as they apply to foreign 
business.” 

But the fact that so few of the respondents were moved to say anything at all 
about antitrust implies that it is probably a very minor factor in business deci- 
sions affecting operations abroad. The Straus committee, in reporting on its 
study of private investment,” was even less impressed by the impact of antitrust 
legislation on direct investment in underdeveloped areas. According to its 
report: 

“With the possible exception of some large-scale extractive investment, it does 
not seem to us that investment in Asia, Latin America, and Africa is likely to 
raise as many or as difficult antitrust problems as those encountered when 
American firms are doing business with major competitors in the industrialized 
countries. For one thing, investment in such areas outside the extractive field 
is not likely to involve any significant export or import commerce of the United 
States. Further, local firms with which partnership is to be affirmatively encour- 
aged are not likely to be significant enough in world markets to raise cartel 
fears. * * * We do not think that new legislative treatment by way of sub- 
stantive change or exemption on the grounds of fostering investment in the less- 
developed areas is warranted.” 

These conclusions seem highly plausible. There are, of course, some arrange- 
ments, well within the pale of antitrust prosecution which, in the case of Latin 
America, appear quite practical, if not urgent, from a business point of view. 
As the Straus report points out, these are likely to be arrangements relating 
to the extractive industries. The intricate ownership and production affiliations 
among large U.S. oil companies in Venezuela (companies highly competitive in 
the U.S. market) must be subjected to the closest of controls. Similarly, the 
great lead, zinc, and copper operations in the Pacific coast republics must pay 
particular attention to the moods of the Department of Justice and the legisla- 
tive evolution of the Sherman Act. This has particular relevancy insofar as 
stabilization programs in the various countries may compel the U.S. operators 
to work closely with the respective local governments and each other in schedul- 
ing production and transportation. It is extremely difficult to work with a com- 
petitor in the extraction of mineral resources without becoming familiar with 
his transportation and marketing policies or even without sliding into agree- 
ments with him on import quotas and/or price schedules, since these frequently 
seem to be natural “ancillary” attachments to the production agreements. 

Again, the monopoly element is never far removed when companies have been 
operating in a particular area for as long as United Fruit and Grace, and where 
exclusion of commercial, if not producing, competitors can be as much an out- 
i higy of the character of the commodity supply as of the objectives of company 
policy. 

But with regard to the investment and licensing arrangements that attract 
the flow of U.S. capital and technology to industries producing for the Latin 
American markets, U.S. antitrust laws are of small consequence. Even if dom- 
inant American corporations move into hitherto unexplored economic areas of 
a country and the international arrangements of those corporations subject them 
to antitrust prosecution, the physical investments will almost certainly not be 
considered as being in violation of the law. 


18 “Expanding Private Investment for Free World Economic Growth,” prepared under the 
direction of Ralph I. Straus, as special consultant to the Under Secretary of State for 
Economic Affairs. Washington, April 1959. 
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DIFFICULTIES OF THE PRESENT ANTITRUST LAW AND ITS PROSECUTION 


The Straus committee feels justified in pointing out that “new legislative 
treatment * * * in the less developed areas is (not) warranted” [italics sup- 
plied]. However, a later qualification of this general impression is in order: 

“* * * some language in recent court decisions has gone beyond what was 
necessary to decide the particular cases, and has implications which seem to 
exceed the actual application of the law either in the courts or by the Depart- 
ment of Justice. These have the effect of inhibiting initiative in some situa- 
tions involving the formation of subsidiaries, the establishment of joint ventures, 
licensing arrangements, and managerial assistance by American firms.” 

In these four areas, there does seem to be room for some amendment of the 
law, or perhaps only of its restatement, in order to leave its intention less vague. 
Such modifications would not necessarily have to sacrifice the competitive ele- 
ment as an objective of U.S. policy. In fact, as has been shown, what is most 
frequently demanded by American business is just such clarification of the 
intent of the law relating to different types of foreign activities. And, further 
clarification is essentially what the Attorney General’s National Committee on 
Antitrust was suggesting when it urged “that joint manufacturing or distribu- 
tive activities abroad, even between competitors, should be deemed legal (1) if 
they involve no restrictions on U.S. imports and exports, and (2) if they do 
not unreasonably restrain competition in the American domestic market.” 
Moreover, it would seem that the Department of Justice could exploit with 
greater energy a function it has only warily assumed to date—that is, reviewing 
and tentatively clearing certain investments before they are actually undertaken. 

However, if such changes do not pretend to sacrifice the competitive element 
as an objective of U.S. policy, neither do they come to grips with another problem 
that has come up with increasing frequency in recent years. The conflict of 
objectives of different aspects of U.S. policy has been remarked upon briefly, 
particularly with regard to the International Oil Cartel case, where it was 
indicated that the choice between competitive prices and assured supply probably 
hangs in the balance. In 1951, in passing on Timken, the Supreme Court stated 
that: “* * * free foreign commerce in goods must not be sacrificed to foster 
export of American dollars for investment in foreign factories which sell abroad.” 
Whether such an opinion can stand the test of the “competitive coexistence” 
phase of the cold war remains to be seen. Certainly, if the industries referred 
to are the only ones which venture capital is willing to sponsor in a particular 
underdeveloped country, and if the only alternative to relaxing antitrust and 
permitting establishment of such industries is the further expansion of socialized 
control. the choice will be difficult. 

Nor are the factors of assured supply and venture capital the only ones which 
blunt the edge of the competitive commerce argument when it is extended tu 
the area of U.S. foreign policy. In the past, the U.S. Government has offended 
the sovereignty and undermined the goodwill of both Chile and Brazil over 
relatively minor antitrust incidents. There is much to be considered in the 
remark attributed to former President Figueres of Costa Rica on a recent 
occasion : 

“We want something like reasonable stabilization of our bananas and our 
coffee so that we can plan on a continuous life and not be singularly well off 
today and broke tomorrow; we can’t run anything that way, and the best 
stabilization machinery we’ve got now is the United Fruit Co. * * *” 

When these factors bearing upon U.S. foreign policy are given due weight in 
the legislation and prosecution of antitrust law, the effect would be to soften 
considerably the impact of that law upon U.S. business abroad. 


APPENDIX VIII 


THE U.S. INVESTMENT GUARANTEE PROGRAM IN LATIN AMERICA 


In 1953, 5 years after the inauguration of the U.S. investment guarantee 
program as an integral part of the recovery plan for Europe and 2 years after 
it was extended to include the risk of expropriation as well as convertibility, 
Haiti became the first Latin American participant in the program. In 1955, 
agreements were concluded with eight other Latin American Republics—Bolivia, 
Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Paraguay, and Peru. 


Am rane of oD 


—_ bet ee ee oe oe eet 


fet «fete bk Oe — — © Fe bee ee be 


-— -— = = - --- — we, 


cite nati i i i i at ells ee is ee ie 

























UNITED STATES AND LATIN AMERICAN POLICIES 115 


This burst of activity reflected the vigor with which the International Coopera- 
tion Administration (ICA), the newly appointed administrators of the program, 
went about the task of selling its advantages to the U.S. business community. 
Since 1955, only Cuba and Nicaragua have been added to the list, although agree- 
ments are pending with other countries, notably Argentina, Brazil, Chile, and 
Venezuela, covering at least the convertibility guarantee. 

Activities under the program were not initiated immediately upon signing of 
the agreements. But, by 1957, the Kellog Credit Corp. (a financial arm of 
I.T. & T.) had secured a convertibility guarantee on a $8 million investment in 
the telephone services of Peru, and nine other investors have since purchased 
various guarantees for areas elsewhere in Latin America. The face value of 
these guarantees range from a $50,000 investment by the General Foods Corp. 
in Peru, to the W. R. Grace & Co. guarantee of $17,750,000 covering a chemical 
fertilizer project in Trinidad, one of the largest policies thus far authorized. 
Guarantees, as of June 30, 1959, totaled around $40 million” and, except for 
Peru, have been limited to the smaller Latin American Republics. (A listing 
of the individual investments, their values, and date of contracts are given in 
table I, at the end of this appendix.) 


USE.OF THE PROGRAM BY PRIVATE U.S. INVESTORS 


The interest in guarantees for private investments in Latin America, whether 
measured by the guarantees already issued or by the applications pending, is far 
from impressive when set against the total annual flow of private U.S. capital 
into the area. According to his recent testimony before the Senate Foreign 
Relations Committee, the Director of ICA’s Investment Guarantee Division 
stated that only about a quarter to a third of the applications submitted to his 
agency result in the issuance of guarantees. The reason for this low rate of 
authorizations is not ICA’s unwillingness to issue the guarantees but, rather, 
the tendency of applicants to change their plans. 

The latest report on pending applications shows a marked falling off in the 
Latin American total—from a peak of $176 million, reported on December 30, 
1958, to $118 million, as of June 30, 1959. This sharp drop would appear to 
indicate that pending applications cannot be used as a basis for measuring the 
potential use or growth of the program. 

Measured against capital inflow into countries which are actually participat- 
ing in the program, the guaranteed segment of U.S. investment is relatively small. 
In Peru, for example, three separate guarantees have been issued: one for the 
telephone-service operation already mentioned; the other two for the food- 
processing industry. The total value of these guarantees is roughly $8,350,000, 
all on convertibility, as Peru has not acceded to the expropriation guarantee. 
This total compares with an average annual flow of private U.S. capital into 
Peru of around $40 million. For Eeuador, the coverage is still smaller; but in 
the cases of Bolivia and Guatemala a considerably larger percentage of the total 
eapital investment moves under guarantees, no doubt reflecting recognition on 
the part of U.S. business firms, with interests in Latin America, of the varying 
degrees of political stability in different Latin American countries. 

However, it may not be appropriate to measure the total guarantees against 
aggregate capital inflow, which is largely composed of reinvested earnings accru- 
ing from the parent companies’ already-established operations in the area. In 
any case, the two types of totals are not strictly comparable, since the face value 
of a guarantee is no real indication of the actual investment, and the year of 
the guarantee does not necessarily bear any relation to the year or years of 
the actual physical investment. Companies that have previously committed 
themselves to projects in Latin America presumably will be less likely to request 
a guarantee for expansion of their existing facilities than companies contem- 
plating investment for the first time in a particular country, or perhaps in a 
politically more risky sector of a country. In the case of Peru, for example, if 
one excludes the large volume of capital injected into the ambitious expansion 
program of the Southern Peru Copper Co., which in certain recent years has 
accounted for well over half of total annual investment, the guaranteed segment 
appears far more impressive. 


1%” This figure somewhat exaggerates the face value of the investments concerned since it 


includes a double count of investments involving both convertibility and expropriation 
guarantees, 
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On balance, it would appear reasonable, 4 years after its initiation in Latin 
America, to expect the program to be covering a much greater part of U.S. 
investment than it does. It must be recognized, however, that the mere exist- 
ence of an agreement benefits the investor regardless of whether he obtains a 
guarantee, because as was pointed out by the American Enterprise Association in 
its report to the Senate in 1957: ‘“* * * foreign governments are unlikely to 
discriminate in favor of private foreign investment covered by investment guar- 
antees and therefore the program reduces the risk for other foreign investments.” 


GUARANTEES AS A STIMULANT TO INVESTMENT 


As stated in the “Investment Guaranty Handbook” of the ICA: 

“Congress has authorized the investment guarantee program to encourage 
additional private American investment abroad which might help accomplish 
any of the purposes of the mutual security legislation.” 

However, the record thus far clearly indicates that, so long as present rea- 
sonably favorable conditions persist in Latin America for U.S. private invest- 
ment, the program is not likely to be a very much more significant segment of 
the total dollar investment in the area than it is now. 

Suveys of a number of the participating companies indicate that only a small 
percentage of their decisions turned on the availability of the guarantee. A 
report of the Harvard School of Business Administration states that of 55 past 
and present participants who replied to a questionnaire (out of a total of 106 
companies participating at the time of the survey) only 20 percent indicated 
that the investment would not have been made without the guarantees; 50 
percent stated that their investment would have been made anyway; another 
20 percent referred to it as important, but probably not a deciding factor; the 
other 10 percent failed to reply to the relevant question. However, since this 
survey was not limited to Latin American participants, these percentages may 
not necessarily hold true for U.S. investors in Latin America. It is possible 
that the guarantee would show up as a more important factor in the investments 
in underdeveloped countries. In any event, since the larger part of U.S. private 
eapital in Latin America is invested without a guarantee, and the decisions 
underlying those investments are not represented in the Harvard survey, very 
probably few of the investments, even those involving entirely new projects in 
Latin America, have been appreciably influenced by the investment-guarantee 
program. Perhaps only in countries facing special problems, such as Bolivia, 
would the case be otherwise. 

Another survey, conducted by the Department of Commerce in 1958-59 as a 
basis for evaluating the U.S. business community’s attitude toward private 
investment abroad, confirms this conclusion. The Commerce questionnaire was 
sent to “955 domestic companies, firms, and associations which have actual or 
potential interest in overseas business operations, in international trade, and in 
foreign investment.” Of the 429 firms that replied, 294 indicated that they had 
plans for expansion by the close of 1960, and 110 stated that their plans were 
based upon the assumption that they would receive some form of Government 
assistance. The largest number made specific reference to the investment- 
guarantee program, and the next largest number mentioned the Government’s 
informational services. The wording of the question would not imply that this 
assistance was considered crucial to investment plans and it is obvious, from 
the answers received, that only a small percentage of the companies considered 
it so. The report also states that about 50 companies indicated that they would 
probably expand further, in the event of “increased availability and widened 
coverage of investment guarantees” from the Government; another 51 mentioned 
tax concessions; and 46 mentioned more liberal financial assistance from the 
Government. 

The investment-guarantee program cannot be regarded as the key stimulant 
to U.S. private investment, either in the world as a whole or specifically in 
Latin America. But recognition of the program’s value need not depend on its 
playing so predominant a role, for, as the Harvard report states: 

“* * * in recognizing the important place that private capital holds in the 
economic development of the world we cannot but conclude that if the provisions 
of the program supply the deciding stimulus for only a few companies, make 
other decisions to invest easier, aid an investor in securing a loan from the 
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financial community, and help him over barriers such as securing import licenses, 
the guarantees are a valuable and significant Government service.” 

The program has, in fact, been the deciding stimulus for several investments. 
Short of a direct survey of the 12 companies who have already purchased guaran- 
tees for investments in Latin America and possibly also of the companies whose 
applications are pending, it is difficult to estimate quantitatively how much 
capital movement the program has already stimulated, or will stimulate. In 
one or two cases, it seems clear that the investment, or at least the size of 
the investment, did depend directly upon the availability of the guarantee. W. R. 
Grace’s chemical fertilizer operation in Trinidad drew heavily on loans from 
New York City banks and it is a known fact that this assistance, or more pre- 
cisely the extent of the assistance, was predicated upon the convertibility guar- 
antee covering the projected investment. 

In the case of South American Placers, Inc., and the Big Chief Drilling Co., 
apparently neither company would have entertained investment plans in Bo- 
livia in the absence of the guarantee. Some oil companies have, of course, gone 
ahead with large investments in Bolivia without guarantees, but others have 
applied for guarantees, and some of the companies already engaged in explora- 
tion and drilling activities would probably prefer to purchase guarantees be- 
fore making further investment. 

It is, of course, much too early to assume that the present pattern has serious 
implications for the future. However, it should be noted that, thus far, the 
program has not been particularly successful in encouraging investments from 
small companies, that segment of U.S. business which the administrators of the 
program have been especially interested in encouraging to participate. 


PROPOSALS FOR EXPANDING THE INVESTMENT GUARANTEE PROGRAM IN LATIN AMERICA 


Numerous suggestions have been made for increasing both the attractiveness 
and the effectiveness of the investment guarantee program. Most important is, 
of course, the proposed expansion of the geographical coverage. Other pro- 
posals call for the issuance of guarantees to cover creeping expropriation, de- 
valuation, insurrection and riot, and a general reduction in the cost of the 
guarantees. 

Many Latin American countries have been reluctant to sign an agreement 
with ICA, because they feel that such a commitment could lead to violation of 
their national sovereignty, in the event that a guarantee had to be invoked 
and the U.S. Government thereby became the sole claimant to financial, and 
possibly physical assets of their country. This attitude helps to explain the 
difficulty of getting agreement to the expropriation guarantee. A further argu- 
ment frequently cited in support of this attitude is expressed in the Calvo 
doctrine, which makes the point that, “a foreign national’s government may 
not intervene on his behalf in affairs affecting his relationship with the host 
government.” 

In the opinion of the director of the program, however, the real difficulty lies 
not in the conditions of the guarantee but, rather, in the more controversial issue 
of direct private U.S. investment itself. No matter how sound the economic 
argument for a larger inflow of foreign capital, an agreement sanctioning the 
widespread use of U.S. direct venture capital may spell political ruin for its 
domestic proponents in certain countries. In fact, the delay in concluding agree- 
ments with Brazil and Argentina is considered to be owed to this type of do- 
mestic political problem and not to the implications of subrogation or the Calvo 
doctrine although, officially, the latter may be given as the reason for the delay. 
Thus, it would appear that, before the U.S. Government and a Latin American 
government can come to terms on a guarantee treaty, the latter will have to re- 
solve the question of private foreign investments, per se. 

Chile and Uruguay have probably delayed signing guarantee agreements for 
similar reasons, although, for the time being, the issue in those countries has 
less political content than in Brazil and Argentina. In contrast, in Venezuela 
the role of U.S. private capital is well established and the give and take that 
permeates the negotiations on guarantees is looked upon more or less in the 
nature of an intellectual exercise. 
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Since 1957, the program has been authorized to guarantee investments against 
loss by inconvertibility, expropriation, and war damage. Guarantees looking 
toward the stabilization ef several other types of political risks that confront 
the foreign investor have been under consideration for some years. Undoubtedly, 
extension of the program to include such other risks as creeping expropriation, 
devaluation of foreign currencies, and insurrection and riot would probably en- 
courage investments that would not otherwise be made. It should be noted, 
however, that if guarantees covering all these risks were to be authorized, it is 
likely that, either the actuarial costs would make them prohibitive or the co- 
operation of the foreign governments required for their implementation would 
a withdrawn whenever a conflict arose over the interpretation of a particular 
ncident. 

The threat of runaway inflation undoubtedly inhibits some U.S. firms from 
investing in Latin America. A guarantee on the dollar value of the investment 
would probably encourage those investors who wish to make certain of repatriat- 
ing their principal in the near future. But, the acturial cost of a devaluation 
guarantee during a period of severe inflation would be extremely high, and, 
according to the Harvard report already cited, the liability incurred by the U.S, 
Government would “challenge even the vast resources of the U.S. Treasury,” 

Alternatively, foreign governments could be requested to consider curtailment, 
or perhaps even suspension, of measures which gradually tax away, severely 
restrict at the ports, or otherwise tend toward expropriation of U.S. owned 
operations. However, the problems involved in delimiting excessive taxation and 
the appropriate licensing controls and the difficulties of obtaining the cooperation 
of the host officials are so great as to make the proposal altogether impracticable. 

The case for a guarantee to cover insurrection and riots can be argued more 
persuasively. Modern street mobs and organized agitators, with their potential 
for destructiveness, are by no means unknown in Latin America. Coupled with 
the ever-present danger of civil revolution, they necessarily temper the response 
of the U.S. business community to glowing reports of opportunities for profitable 
investment. The administrators of the program have long been pressing for 
inclusion of such guarantees. To date, however, the Congress has not seen fit 
to pass the authorizing amendment, apparently because it is fearful that some 
companies might use the guarantee as a cover to organize riot situations in order 
to inflict self-damage, with a view to extricating themselves from unprofitable 
ventures. 

CONCLUSIONS 


With so few of the more important Latin American Republics participating in 
the program and with only 12 investments guaranteed since 1955, it is difficult 
to make a case for the effectiveness of the investment guarantee program as 
a stimulant to the flow of U.S. private capital into the area. There is little 
evidence that political or nonbusiness risks have deterred U.S. companies from 
investing in Latin America except temporarily and in particular countries. 
Apparently, use has been made of the guarantees thus far, not only in Latin 
America but in the world as a whole, largely by investors who would have made 
those investments anyhow. 

However, now that the very real risk of expropriation has been substantially 
eliminated in most of the politically vulnerable countries, the movement of 
U.S. capital to those countries may be accelerated. There are indications, too, 
that the program may become more effective as the U.S. business community 
becomes more fully aware of its value and as the geographical and provisional 
coverages are expanded to include additional countries and nonbusiness risks. 

In any event, to the extent that the program has succeeded in stimulating 
any increase in the flow of venture capital to Latin America, the guarantees have 
achieved, and can be expected to continue to achieve, their purposes. 
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APPENDIX IX 


U.S. Poticres In INTERNATIONAL ORGANIZATIONS CONCERNED WITH 
LATIN AMERICA 


Within the so-called inter-American system, specific machinery for economic 
and social cooperation was made operative as early as 1939 and, to some degree, 
even before. Although at first the primary objectives were directed toward meet- 
ing common dangers arising from the war in Europe, broader programs were 
gradually developed with longer-range aims along lines similar to those estab- 
lished after the war on a worldwide basis through some of the international 
specialized agencies of the United Nations. Insofar as the work of these agencies 
in Latin America has a direct or indirect bearing on United States-Latin American 
economic relations, their operations are described below. 

Mention must first be made of the programs of technical cooperation which 
were inaugurated in 1942 by the United States and the respective Latin American 
countries. Scientists, technicians, and other experts from the United States 
teamed up with their counterparts in Latin America to carry out cooperative 
programs in agriculture, public health, education, transportation, housing, com- 
munity development, public administration, and related fields. Even prior to 
1942, the Interdepartmental Committee on Scientific and Cultural Cooperation, 
created in 1938 by the President in line with legislative action by the Congress, 
was able to bring about in Latin America the interchange of scientific, technical, 
cultural, and educational knowledge and skills in early fulfillment of aims sub- 
sequently incorporated in article 55 of the United Nations Charter. This article 
calls for the promotion of higher standards of living, cultural and educational 
cooperation, and the solution of international economic, social, health, and 
related problems. 

Since international cooperative undertakings relating to nutrition, health, 
education, and other humanitarian or social ends, raise few, if any, fundamental 
issues of commercial or financial policy, it appears desirable to describe such 
activities briefly—at least to the extent that the nature of the respective 
programs makes it possible—before dealing with issues of national policy which 
determined or influenced the rather uneven course of economic relations between 
the United States and Latin America since World War II, as expressed in inter- 
national organizations. Before doing so, however, a brief description will be 
given of the main international agencies involved. 


THE U.N. ECONOMIC COMMISSION FOR LATIN AMERICA 


In the postwar period, the organ of the United Nations directly concerned 
with the basic economic problems of Latin America has been the Economic 
Commission for Latin America (ECLA), a branch of the Economic and Social 
Council (BCOSOC). At the time of the San Francisco Conference in 1945, it was 
not anticipated that ECOSOC might wish to establish regional commissions to 
deal specifically with the ‘economic problems of major world areas. However, 
during the second part of the United Nations Assembly’s first session, a proposal 
was agreed to. that ECOSOC give immediate consideration to the establishment 
of an Economic Commission for Burope and one for the Far East in order that 
effective aid might be provided to the countries which suffered devastation 
during the war. 

A few months after the establishment of these two bodies, the Chilean repre- 
sentative on ECOSOC urged that, because of the serious postwar economic 
problems facing the countries of Latin America, a similar urgency existed for 
the establishment of an Economic Commission for Latin America. Two members 
of ECOSOC, including the representative of the United States, expressed the view 
that the establishment of such a Commission would mean a duplication of 
responsibility and assignment, since it was anticipated that the Inter-American 
Economic and Social Council, already in existence, would be one of the permanent 
organs of the proposed Organization of American States. It was, therefore, 
argued that the matter should be considered first by the Ninth Inter-American 
Conference scheduled to meet in Bogota, Colombia, in April 1948. When a 
special committee of ECOSOC submitted a favorable report on January 28, 1948, 
the proposal was unanimously approved, and a few weeks later the Economic 
Commission for Latin America (ECLA) came into existence. 

Under its terms of reference, ECLA is to initiate and participate in measures 
for facilitating concerted action for dealing with urgent economic problems 
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arising out of the war and for raising the level of economic activity in Latin 
America; also, for maintaining and strengthening the economic relations of the 
Latin American countries both among themselves and with other countries of 
the world. ECLA is to direct its attention especially to problems arising in 
Latin America from world economic maladjustments, in order that the countries 
of that area might contribute, by their cooperative effort, to worldwide recovery 
and economic stability. In short, as explained in retrospect by ECLA itself, its 
aim was to promote the economic development of Latin America. 

As an administrative and operating unit of ECOSOC, ECLA has necessarily 
become the principal body dealing with the strictly economic problems of Latin 
America. From the point of view of geographic representation, it is less 
limited than its counterpart within the Organization of American States. Nor 
has the inclusion of three European countries—the United Kingdom, France, 
and the Netherlands—in the membership of ECLA been instrumental in any way 
in “diluting” the collective views of the group of 20 relatively underdeveloped 
countries concerning their hopes, their plans, or their desires for economic 
development. The secretariat of ECLA, guided by a well-known Latin American 
economist and having available to it the services of the technical staffs of the 
United Nations and its specialized agencies, has ably and voluminously served 
the Commission throughout its existence. Many of the basic issues that have 
influenced the course of economic relations between the United States and Latin 
America have been defined and interpreted, including such questions as free 
enterprise versus state intervention, private versus public investment, and the 
complex problems of the terms of trade. 

The activities in Latin America of the other international agencies, insofar 
as they bear on economic problems, are carried out in large part in cooperation 
with ECLA. This is especially true in the case of the Food and Agriculture 
Organization (FAO). Many projects sponsored by the United Nations Educa- 
tional, Scientific and Cultural Organization (UNESCO) and by the International 
Labor Organization (ILO) also fall within the category of cooperative effort. 
Such world organizations as the International Civil Aviation Organization 
(ICAO) and the World Meteorological Organization (WMO) are of relative 
minor significance in the economic relations between the United States and 
Latin America. But, it is worthwhile noting that both of these organizations 
assisted ECLA on transport and water-resources problems, respectively, in con- 
nection with the studies of the Central American integration program. 

In view of the extensive collaboration between ECLA and the first three inter- 
national specialized organizations mentioned, many of the problems bearing on 
United States-Latin American economic relations cannot be fully discussed 
except by simultaneous reference to two or more organizations, 


FOOD AND AGRICULTURE ORGANIZATION 


The basic force which brought the United Nations Food and Agriculture 
Organization (FAO) into being, in October 1945, was the human desire to stimu- 
late and improve food production in areas where undernourishment was the 
common denominator of human existence. A start along this line had been 
made as long ago as 1905 through the establishment of the International Insti- 
tute of Agriculture in Rome. During the 1930's, the League of Nations, through 
its Health Organization, had initiated important studies of problems of nutri- 
tion and, due to the increased knowledge of vitamin requirements, made rapid 
advances in various related fields of research. As World War II progressed, it 
became increasingly certain that the emergency conditions growing out of the war 
would be merely a prelude to worldwide problems of health and nutrition that 
should be dealt with by agencies of a permanent nature. Due to this widespread 
concern and interest, a series of steps, including an international conference on 
food and agriculture, brought the FAO into being as a permanent international 
agency. 

Since the beginning of its activities in Latin America, FAO has been engaged 
on a wide front. It has sent many experts to various countries in that area to 
assist in the solution of specific problems, mostly for short periods of specialized 
assistance. In such fields as animal husbandry and forestry, it has provided 
missions for longer periods. Most of the major or continuing programs have 
been organized and carried forward in cooperation with one or more of the 
other international agencies, particularly with ECLA. 
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UNITED NATIONS EDUCATIONAL, SCIENTIFIC, AND CULTURAL ORGANIZATION 


The United Nations Educational, Scientific, and Cultural Organization 
(UNESCO) came into being in 1945 as the result of action taken by a United 
Nations conference on educational and cultural organization at a time when 
there did not yet exist any common agreement on the nature and scope of the 
activities of the proposed specialized agency. 

In 1921, the concept which led, within the League of Nations, to the creation 
of the International Committee on Intellectual Cooperation and which, in 1925, 
was followed by the creation of the International Institute of Intellectual Co- 
operation, centered largely on cooperation among the intellectual leaders of the 
world. This limited view still prevailed in a few quarters after World War II, 
but it was due in large measures to the United States that the field of activity 
of UNESCO was made broad enough to provide an approach to all people through 
educational and cultural exchanges, made effective by the widest possible use 
of communications media. 

Because of the fact that UNESCO’s operations touch virtually all phases of 
human activity, there developed from the beginning a rapid multiplication of 
projects which created difficulties that were not brought under control until 
1950, when the fifth conference of the organization reached agreement on a re- 
stricted number of major projects. Largely through the initiative of the United 
States, the programs were classified under a list of 10 priority headings. 

Many of UNESCO’s activities in Latin America—especially those relating to 
economic development—are carried out in collaboration with other international 
agencies. FAO and UNESCO have a common interest in the work relating to 
humid tropics and marine sciences. The ILO and UNESCO cooperate in a 
number of activities, of which those concerned with the cultural integration of 
immigrants and those dealing with the social consequences of industrialization 
and urbanization are typical. In connection with the major project on arid 
zones, a FAO/UNESCO working group was assigned a 3-year desert locust 
ecological survey. In the operation of the major project on the extension of 
primary education in Latin America, about which considerable enthusiasm has 
developed throughout the area, various U.S. agencies have cooperated on a 
bilateral basis, while at the same time considerable resources in funds and tech- 
nical experts are devoted to like purposes by the International Cooperation 
Administration. 


INTERNATIONAL LABOR ORGANIZATION 


The International Labor Organization (ILO) dates back to 1919. During its 
first regular session after World War II, held in Philadelphia, its fundamental 
principles were reaffirmed and, under the Philadelphia declaration, it was given 
an additional responsibility, namely, the right to scrutinize economic and finan- 
cial factors as a means of achieving social objectives. At the San Francisco 
Conference of 1945, the first formal step was taken to make the organization 
an autonomous social agency of the United Nations. 

The importance and scope of the work of ILO in Latin America is reflected in 
the fact that, during 1958, the share of the organization’s total expenditures 
assigned to Latin America under the United Nations expanded program of 
technical assistance was 32.9 percent, slightly more than the percentage for 
Asia. Its technical assistance projects consist primarily in making available 
experts to the various governments in such fields as social security administra- 
tion, establishment of social insurance schemes, occupational classification, 
employment information programs, wage studies, vocational training, improve- 
ment and organization of handicrafts, and many others of similar significance. 


POLICIES AND ISSUES 


The first formal evidence of cleavages on postwar economic policies appeared 
in the Inter-American Conference on Problems of War and Peace, held in Mexico 
City early in 1945 on invitation of the Mexican Government. The general prin- 
ciples of U.S. postwar trade policy had already been given expression in article 
VII of the wartime mutual aid agreements and in the documents, “Proposals for 
the Expansion of World Trade and Employment,” accepted by the British Gov- 
ernment in 1945 as a basis for the negotiation of the Anglo-American financial 
agreement. The economic philosophy of these documents pointed to a postwar 
system of free enterprise functioning in a world of expanding multilateral trade. 
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The Latin American countries were more directly concerned with practical prob- 
lems relative to the effects on their economies of such factors as procurement 
contract termination in the United States, a possible decline in raw material 
prices, and the possible loss of purchasing power of the dollar balances they had 
accumulated during the war. 

In drawing up the “Economic Charter of the Americas,” approved during the 
Conference, there was no difficulty in arriving at a mutually satisfactory agree- 
ment on economic and social cooperation in such fields as health, nutrition, 
science, transportation, and assistance to agriculture. Many of the principles 
which were destined to produce basic issues of disagreement centered on his- 
torical and philosophical concepts relative to the degree to which, and the con- 
ditions under which, state intervention in the direction and control of the national 
economy was necessary to economic growth and stability. One of the principal 
declarations of policy which the United States tried unsuccessfully to incorporate 
in the economic charter was one specifically directed against the establishment 
of state enterprises. 

The efforts 3 years later at the Ninth Inter-American Conference, held in 
Bogota, resulted in the approval of a document, weighted down with so many 
reservations and conditions on basic issues, that it failed of ratification. At the 
time of approval, the United States entered formal reservations to an article 
which, in effect, sanctioned the stabilization of the terms of trade by recognizing 
the right and need for compensation to cover the disparity between the prices of 
raw materials and the price of manufactured goods—-an international parity price 
eoncept. In addition, the United States entered formal reservations to another 
article which supported the use of intergovernmental commodity agreements as 
a means of preventing or correcting “dislocations in international trade in regard 
to raw materials.” At the same time, Mexico, Guatemala, and Venezuela made 
express reservations to an article which provided for the payment of fair com- 
pensation “in a prompt, adequate, and effective manner” in case of national 
expropriation of foreign-owned property.. Argentina, Honduras, and Cuba en- 
tered declarations relative to their interpretation of the same article. 

In the meantime, events had justified, from the Latin American point of view, 
some of the misgivings expressed at the Mexico City Conference of 1945. The 
removal of price controls in the United States in 1946 and the relative scarcity of 
certain types of capital and consumer goods during the period of reconversion 
of industry to peacetime output in the United States, together with the utiliza- 
tion of foreign exchange by some countries for the importation of nonessential 
goods, had the effect of reducing the volume of capital equipment and other goods 
obtainable through the wartime accumulation of dollars below the amounts 
originally estimated in the national development programs. In many of the 
Latin American countries, it become necessary during 1948 to apply or tighten 
exchange controls. 

When the first session of BCLA convened in Santiago, Chile, in June 1948, a 
feeling of disappointment and frustration was reflected throughout the dis- 
cussions. While the Latin American delegates recognized that the reconstruc- 
tion of war-devastated areas and the development of underdeveloped coun- 
tries were perhaps not of the same degree of urgency, there was a feeling that 
insufficient account was taken of the fact that, in supplying strategic and critical 
supplies during the war, there had been a marked deterioration in rolling stock, 
trucks, transportation systems, and capital equipment in Latin America. More- 
over, the indirect assistance derived from the operations of the Marshall plan 
was not as great as had been suggested by U.S. delegates at the Bogotfii Con- 
ference and on other occasions. It was this feeling of neglect which con- 
tributed in part to the strength of Latin American arguments in 1947 for the 
establishment of a regional commission within the Economic and Social Coun- 
cil of the United Nations. 

These doubts were not resolved when ECLA’s “Economic Survey of Latin 
America” for 1948 became available about a year after the first session. It 
stated that “the direct effect of the European recovery program in the economic 
relations between Latin America and Western Europe has been rather limited 
and alleviated only slightly the problem of shortage of exchange of the Latin 
American countries.” The report added that the indirect effects .were “more 
Significant” but that the balance-of-payments position of most Latin Amer- 
ican countries “continued to deteriorate.” 
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Financing of economic development 


In view of the fact that ECLA had from the beginning dedicated itself to 
the promotion of economic development in Latin America, it was to be expected 
that the Commission would direct early attention to the subject of capital in- 
vestment. In 1949, the Commission, taking note of certain provisions of the 
Havana Charter and of the Bogot&é Economic Agreement, requested that a 
study be made of the legal, economic and financial conditions which affect the 
investment of public and private capital in the Latin American countries. At 
Bogota, there had been serious discussion over the prospects of reviving the 
inter-American bank, which had been in process of realization when World 
War II broke out and which had been suspended when inter-American dis- 
cussions were diverted to more immediate and urgent problems. Although 
ECLA was turning its attention more and more to the problem of availability 
of financial resources, the session of 1950 confined its action to an agreement 
that the subject of financing economic development be placed on the agenda 
for 1951 and that, in the meantime, the necessary data and background mate- 
rials be assembled. Also, it was clear, on the basis of an official statement 
early in 1950, that the United States was opposed to giving support to a new 
inter-American lending institution on the ground that it would “impair very 
seriously the position of the International Bank (IBRD).” However, reflect- 
ing the existing critical attitude toward the IBRD’s tendency hitherto to con- 
fine its lending operations to reconstruction rather than development, the Com- 
mission called attention to the desirability of having the Bank and the other inter- 
national credit agencies direct their policies toward the underdeveloped areas 
so as to avoid uneconomic production and ruinous competition in the interna- 
tional markets. 

A few months prior to the ECLA meeting of 1951 in Mexico City, another 
proposal relating to the financing of the needs of underdeveloped countries 
attracted attention. The U.S. International Development Advisory Board, in a 
report to the President of the United States in March 1951, recommended that 
the United States take the initiative in bringing about the creation of an Inter- 
national Finance Corporation, as an affiliate of the IBRD for the purpose of 
making loans—in local and foreign currencies—to private enterprise without the 
requirement of government guarantees, such as were required by the IBRD. In 
addition, the corporation would make nonvoting equity investments in local cur- 
rencies in participation with private investors. A group of experts engaged at 
that time in a study, “Measures for the Economic Development of Underdevel- 
oped Countries,” at the request of the Secretary General of the United Nations, 
proposed that a study be made of the Board’s proposal. Subsequently, the 
ECOSOC requested the IBRD to prepare a report on the contribution that such 
an institution could make. 

The IBRD indicated that, if exempt from certain limitations imposed on the 
Bank itself, the proposed affiliate could make some important contributions 
toward financing the development of underdeveloped countries, including (a) 
providing funds to enable private investors to undertake promising projects 
which would otherwise be delayed because of the lack of sufficient capital, and 
(b) inducing private investors to enter the foreign investment fleld by offering 
them financial participation in sound proposals. Such enthusiasm as may have 
been generated in favor of the creation of the new corporation gradually waned 
as the U.S. Government, whose participation was essential, made no positive 
moves toward bringing it into being. Moreover, as the debates at Caracas and 
Petropolis 2 years later showed, the scale of public and private financing 
projected by the Latin American countries was such that the maximum poten- 
tialities of the proposed corporation could amount to little more than a welcome 
stimulant. 

In view of the fact that the fifth session of ECLA in 1953 was destined to 
be followed in 1954 by two important conferences under the auspices of the 
Organization of American States—whose activities do not fall within the scope 
of this study—it is important to call attention here to the fact that the debates 
on certain issues during these conferences cannot be dissociated from the dis- 
cussions of the preceding meetings of HCLA. The Inter-American Conference, 
which convened in Caracas early in the year, was by its very nature certain to 
have representation at the top level and this was certain to bring basic issues 
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into full debate, with differences reflected in affirmative and negative votes on 
important resolutions. Moreover, the Caracas meeting approved a resolution 
under the terms of which the Secretariat of ECLA prepared what was more or 
less the key document presented to the second conference of 1954, namely, the 
Meeting of the Ministers of Finance and Bconomy, held at Petropolis, Brazil. 

When the 10th Inter-American Conference convened in Caracas, early in 1954, 
economic problems were almost at once thrust to the center of the stage. As at 
Bogota in 1948, these problems were considered so important and of such a 
specialized nature that they were to be placed on the agenda for a special eco- 
nomic conference. It was therefore decided to have the forthcoming Extraordi- 
nary Meeting of the Inter-American Economic and Social Council designated as 
a Meeting of Ministers of Finance or Economy. The same resolution provided 
that the Inter-American Economic and Social Council request the collaboration 
of ECLA in the preparation of the documentation as well as its participation 
in the Conference. The subsequent arrangements provided for the preparation 
by ECLA of a report on practical measures for economic development, the financ- 
ing of development, and problems of international trade in relation to the eco- 
nomic development of Latin America. It was understood that the Secretariat 
would designate a small number of distinguished Latin American experts to 
eonstitute a preparatory group that would formulate recommendations and eco- 
nomic projects based on the Secretariat’s report. 

The report, “International Cooperation in a Latin American Development 
Policy,” was published as a United Nations document and was submitted to the 
Meeting of Ministers of Finance and Economy which convened at Petropolis, 
Brazil, from November 22 to December 2, 1954. In approaching the problem of 
need for foreign capital, the report held that, in the final analysis, economic 
development is an urgent social need. “The desire for new consumption patterns 
and for the higher standards of material existence, which more advanced coun- 
tries could only attain through a steady rise in productivity and per capita in- 
come, is spreading rapidly among underdeveloped countries. But it is well known 
that productivity develops inadequately in these countries because their adoption 
of modern production techniques tends to be slow and laborious.” 

The Secretariat’s analysis of Latin America’s high rate of development during 
the immediate postwar period showed that average per capita income had risen 
by 3.3 percent annually during the period 1945-52, compared with a rate of 1.9 
percent recorded in the historical growth of the United States. The factors 
which stimulated this growth—such as the accumulation of dollar reserves dur- 
ing the war and the favorable terms of trade during the early postwar years— 
were not recurring. In order to accelerate the rate of growth, it was now 
necessary that either consumption be curtailed or supplementary foreign capital 
be forthcoming. 

In leading up to a proposed solution, the Secretariat’s report reverted to the 
3.3 percent annual rise in per capita income in Latin America during 1945-52. 
For this rate to continue, it would be necessary for Latin America as a whole 
to make gross annual investments equivalent to 20 percent of its income. But 
the coefficient of its savings, having once approached this figure, had slackened 
on account both of a deterioration in the terms of trade and of the continuous 
pressure of consumption. By 1953, the estimated savings coefficient reached only 
14 percent, which would have meant an annual growth of less than 1 percent. 
“In order to attain an investment coefficient of 20 percent and given a continua- 
tion of this relatively low savings coefficient, a foreign capital contribution 
amounting to 6 percent of total income would be required. In 1953, income for 
the whole of Latin America stood at some $46 billion so that the net capital 
contribution would have to be some $2.8 billion.” 

In the light of this analysis, the preparatory group of experts supported the 
Secretariat’s suggestion that there be established a provisional target for foreign 
investment of $1 billion annually over a transitional period of 3 years. The only 
solution that appeared possible in the existing circumstances was the endowment 
of a special fund by the United States and this suggested approach was sup- 
ported by the preparatory group of experts. 

When the Meeting of Ministers of Finance and Economy opened at Petropolis 
in November 1954, it was clear from the beginning that the ECLA document was 
the accepted handbook for Latin American guidance on the basic economic issues 
reflected in the agenda. On the eve of the meeting, the Secretary of the Treasury 
of the United States, who headed his country’s delegation, announced that his 
Government would solicit congressional approval for U.S. participation in the 
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proposed International Finance Corporation to the extent of $35 million of the 
institution’s authorized capital of $100 million. The fact that 3 years had 
elapsed since its establishment was first proposed strongly suggested that the 
United States was not prepared to support the more ambitious proposals of the 
ECLA Report. 

During the course of the debates, the Executive Secretary of ECLA presented 
a summary of the developments in Latin America which, it was stated, necessi- 
tated the lines of action proposed in the Commission’s document. The debates 
made it clear that the psychological effect upon the countries of Latin America 
by the slowing down of the annual rate of output had created a sense of frustra- 
tion and fear, which gave way at times to strong emotional expressions. 

The U.S. delegation gave assurance that the Export-Import Bank was about to 
engage in a more active policy in the granting of credits in Latin America, that 
the United States was now recommending the establishment of the International 
Finance Corporation, and that all existing facilities for credit and investment 
available to Latin America would be strengthened; also, that the IBRD was 
envisaging a broader program of sound projects for its consideration in Latin 
America. To join, therefore, in the proposed new regional financial institution 
“would undoubtedly raise a question of duplication of facilities and endanger 
important features of the program upon which we have already embarked.” A 
resolution was finally approved, with the United States abstaining, that provided 
for the creation of a committee of experts, representing central banks, to draw 
up a plan for regional financial organization. 


The problem of commodity agreements 


The first issue raised in the United Nations concerning the proposed Inter- 
national Trade Organization was one of special interest to the underdeveloped 
countries and one that has remained ever since a much debated and unresolved 
issue between the Latin American countries and the United States. The pre- 
paratory commission’s report, issued on December 23, 1945, made provision 
in the agenda of the International Conference on Trade and Employment to be 
held in Havana, for the consideration of the problem relating to “an equitable 
adjustment of prices in the world markets.” 

The preparatory committee, during two sessions, discussed the draft charter 
which had been embodied in the United States “Proposals for the Expansion 
of World Trade and Employment,” and in August 1947 agreed upon the provi- 
sional text of a revised charter. As early as March of that year, ECOSOC had 
endorsed the principles of the commodity-agreement draft of the charter, under 
which commodity “control” agreements were considered justified but only when 
a burdensome surplus of a commodity had developed or was expected to develop. 

The results of the subsequent negotiations at Havana, from November 1947 
to February 1948, reflected the clash of economic policies and philosophies which 
have to a marked degree influenced the course of economic relations between 
the United States and Latin America in several basic policy areas. The United 
States sought at Havana to obtain agreement among the nations to allow a 
maximum of free enterprise to function in a world of multilateral trade. It 
was difficult for many nations to adjust themselves to the elimination of gov- 
ernment controls strongly integrated with national development policies and 
programs. A group of Latin American countries, in fact, tried to have the 
proposed ITO given the responsibility of reducing the divergences between the 
cyclical fluctuations of basic commodity prices by applying internationally the 
principles of the farm parity formula in the United States, with the attendant 
price supports. 

Even with the limited approval of commodity agreements sanctioned in the 
Havana charter, the mere idea of such arrangements met with strong opposi- 
tion in the United States and this opposition became one of the reasons for the 
failure of Congress to ratify the ITO Charter. Yet, the drive of the underde- 
veloped countries had scarcely begun. The drastic decline in the prices of raw 
materials before the end of 1951 brought forth a new move in favor of meas- 
ures “to adjust, establish, and maintain appropriate relations between prices of 
raw materials on the one hand, and essential manufactured goods on the other.” 
This move away from principles urged by the United States at Havana was 
strongly supported by ECLA as well as other bodies within the United Nations. 

It should be noted that these moves started at a time when considerable con- 
cern was developing in the Latin American countries over unfavorable shifts in 
the terms of trade. Moreover, the release of the report to the President of the 
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Materials Policy Commission (Paley report), on June 23, 1952, added fuel to 
the debates. The report stated that “there is no such thing as a purely domestic 
policy toward materials that all the world must have; there are only world 
policies that have domestic aspects.’ As interpreted in many Latin American 
quarters, the really significant statement and the assumed major premise of the 
report was to be found in the sentence: ‘“‘The overall objective of a national ma- 
terials policy for the United States should be to insure an adequate and de- 
pendable flow of materials at the lowest cost consistent with national security 
and with the welfare of friendly nations.” ‘The reply to this was that the wel- 
fare of friendly nations requires as a sine qua non not the lowest but the highest 
prices for raw materials, compatible with the economic level of the consumer 
country and related to the prices and the real costs of the industrial products. 

The issue reached a climax in the United Nations later in the year. A resolu- 
tion proposed by Argentina in the Second Committee of the Assembly recom- 
mended that— 

“(a) Whenever governments adopt measures affecting the price of pri- 
mary commodities entering international trade, they should duly consider 
the effect of such measures on the terms of trade of countries in the process of 
development in order to insure that the prices of primary commodities remain 
in an adequate, just and equitable relation to the prices of capital goods and 
other manufactured articles so as to permit the more satisfactory forma- 
tion of domestic savings in the countries in process of development and to 
facilitate the establishment of just wage levels for the working population 
of these countries with a view of reducing the existing disparity between 
their standards and those in the highly industrialized countries ; 

“(b) Their governments should refrain, unless unavoidably required by 
national security in times of war and without prejudice to technological re- 
search and progress, from encouraging the production of any synthetic or 
substitute materials that unnecessarily affect the international demand for 
natural primary commodities ; 

“(c) Their governments should intensify their efforts to reduce restric- 
tions on imports of primary commodities.” 

The first recommendation split the highly industrialized countries, on the one 
side, from the underdeveloped countries, on the other. This split was even 
sharper when considered within the narrower confines of the 21 American States. 
The United States had become increasingly cool toward the commodity-agree- 
ment approach to international price stability while, among the underdeveloped 
countries, the Latin American group was the most fervent in supporting that type 
of approach. 

In subsequent discussions, the commodity-by-commodity approach gained some 
degree of support from experts studying the problem. However, the general 
divisions remained, and a new step was taken in the summer of 1954 when 
ECOSOC, by adopting an Argentine resolution, set up a Commission on Inter- 
national Commodity Trade, which was to examine “measures designed to avoid 
excessive fluctuations in the prices of and the volume of trade in primary com- 
modities including measures aiming at a just and equitable relationship between 
the prices of primary commodities and the prices of manufactured goods in in- 
ternational trade, and to make recommendations.” The United States had al- 
ready made clear its position that a system of international parity prices implied 
in the resolution of 1952 could not be instituted unless foreign trade were con- 
trolled by the state, that there were no objective criteria for determining an 
“adequate, just and equitable” price relationship between raw materials and 
manufactured goods, and that the problem should be dealt with through indi- 
vidual agreements relating to individual commodities. 

The United States did not accept membership on the Commission. When, later 
in the year, the meeting of ministers of finance and economy, in session at Pe 
tropolis, Brazil, approved two resolutions recognizing the existence of the Com- 
mission, the United States abstained in each case. One resolution called for co- 
operation by the governments with the Commission; the other involved recom- 
mendations made by the meeting to the Commission. The United States also ab- 
stained on a resolution which provided for consultation whenever one of the 
member states believes that its economy is “in immediate danger of being seri- 
ously affected by the position of one of its basic products,” but in this case the 
action was based on the grounds that such situations were covered by the charter 
of the OAS. 

In 1957, the United States again had occasion to point out that its general trade 
policy is opposed to extensive regulation of prices in international trade. This 
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occurred on the occasion of the Economie Conference of the OAS, held in Buenos 
Aires, when the question of negotiating agreements “designed to stabilize prices 
as well as credit arrangements to compensate producing countries for losses sus- 
tained as a result of price reductions” was under consideration. 

The issue remains, but the commodity-by-commodity approach appears to be 
gaining ground for the practical reason that to some degree it has met with suc- 
cess, whereas the application of a general formula for all commodities raises so 
many difficult problems that its supporters tend to confine their defense to 
theoretical arguments. 


Terms of trade 


In the 1949 “Economie Survey of Latin America,” ECLA presented a detailed 
analysis of a number of related factors which account for a persistent tendency 
toward a deterioration in the terms of trade of the underdeveloped countries, 
with special reference to the countries of Latin America. Basically, the reason 
lies in the worldwide extension of technical progress. According to the analysis, 
a country’s capacity to import is determined fundamentally by the amount it ex- 
ports and by the relation between export and import prices. The volume of Latin 
American exports, in relation to population, had declined one-fifth during the 
previous 25 years but the trend in the terms of trade, instead of compensating for 
the loss, had aggravated it. This analysis was an attempt to give a theoretical 
interpretation of the process of economic development and was subject to quali- 
fication when the reported trends in the individual countries were examined. 
Also, as pointed out by the somewhat skeptically minded U.S. delegation, the 
analysis seemed to assume a rather rapid rate of development. 

Nevertheless, the significance of the report cannot be minimized. It had a 
marked influence throughout Latin America, especially after the rate of annual 
growth and per capita income began to weaken during the early 1950’s. The 
fifth session of ECLA, held in April 1953, concerned itself primarily with an 
examination of the related aspects shown by the current trends in the balance- 
of-payments situation and in the weakening of the terms of trade of the Latin 
American individual countries. Emphasis was placed on the need for more study 
rather than on any attempt to resolve differences on fundamental policies and 
principles. Throughout the discussions, however, there were the same differ- 
ences between the more highly industrialized countries—it must be remembered 
that the United Kingdom, France, and the Netherlands are members of the Com- 
mission—and the underdeveloped countries that feature the debates of 1951-52 
in the General Assembly and ECOSOC. Each of the fundamental “aspects” of 
the problem involved a basic principle which bore on the economic relations 
between the United States and Latin America. In studying the problem, the 
Secretariat was requested to examine the various aspects which were “of special 
interest to Latin America, including the advisability of encouraging the process- 
ing of raw materials hitherto exported in crude form, the effects of the competi- 
tion of synthetic substitutes and of crops introduced into traditionally import- 
ing countries, the problems relating to the marketing of basic products, and the 
desirability of making multilateral commodity agreements.” 


Shift in U.S. policy, 1958 


Reference has already been made to the U.S. abstention on the vote during the 
meeting of ministers of finance and economy in Petropolis, Brazil, late in 1954 
and to the reasons for the U.S. decision not to support a new regional financing 
organization at that time. A final paragraph in the statement presented by the 
delegation of the United States pointed out that “if the day should ever come 
when we feel that this program is not achieving the results which we believe it 
ean, we shall be glad to discuss other solutions.” That the situation had changed 
since 1954—at least from the point of view of the Latin American countries— 
became increasingly apparent during and after 1956. Although world trade 
showed a considerable rise in 1957, Latin American exports hardly changed. 
By 1958, this situation was even worse. In many countries, the accumulation 
of short-term obligations added to balance-of-payments difficulties and weakened 
national credit standings in foreign markets. 

During the sixth session of the Committee of the Whole of ECLA, held in 
Santiago in April 1958, the Executive Secretary gave a preview of certain sec- 
tions of the forthcoming “Economic Survey of Latin America” for 1957. Per 
capita income was rising at a relatively slow rate, far below that required for 
a lasting improvement in the standard of living. Capital formation was still on 
a limited scale, and the inflow of foreign capital showed no signs of coming 
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close to what an international investment program calls for. The review of Latin 
America’s terms of trade during 1957 was presented in some detail in the survey, 
which was published a few months after the meeting in Santiago. An analysis of 
the favorable trend during the period, 1947-56, led to the conclusion that the 
factors which accounted for that trend, covering roughly a decade, had now 
ceased to have any effect. The flow of private investment cannot be “relied 
on to quicken spontaneously, and to transfer surplus savings from industrial 
countries to primary producers. * * * The capital to tide Latin America over 
recessions such as the current one can come only from official sources.” And 
then, finally, as to the terms of trade and capacity to import: “Further and more 
widespread deterioration since mid-1957 has created a serious situation through- 
out Latin America and, in the case of Brazil, it would be no exaggeration to say 
that the downward trend in the capacity to import had, by the second quarter 
of 1958, caused severe difficulties. As regards Bolivia, Chile, and Colombia it 
has led to extremely grave crises in recent months.” 

On August 12, 1958, Mr. C. Douglas Dillon, Under Secretary of State for Eco- 
nomic Affairs, announced that “as a result of the reports made by several repre- 
sentatives of the U.S. Government and certain studies of the economic problems 
in the area, the Government is now prepared to consider the establishment of 
an inter-American regional development institution which will receive support 
from all its member countries.” 

Closely related to the trend in the terms of trade after 1952 was the balance-of- 
payments situation in many of the Latin American countries which encouraged 
a system of bilateral settlements, the effects of which on the volume of trade 
were not always favorable. In dealing with this problem at an earlier date, 
ECLA, through a special study by a consultant, had examined the possibility of 
effecting multilateral compensation settlements through the facilities of the 
European Payments Union. An examination of the possibilities did not suggest 
a satisfactory solution. 

The larger payments problem was not simply one of meeting short-term 
balance-of-payments requirements but also involved the complex problem of anti- 
cyclical policy designed to mitigate the consequences of exchange fluctuations 
abroad. On the basis of a recommendation by the preparatory group of experts 
designated by ECLA to review the latter’s report submitted to the meeting of 
ministers of finance and economy in 1954 and to make recommendations, the 
ministers approved a resolution on December 2, 1954, recommending that, when 
the 5-year quotas are next examined, the governments, through their directors, 
transmit to the International Monetary Fund the interest of the governments in 
having the quotas revised in accordance with the new circumstances. 

Although the United States abstained from voting on the resolution approved 
by the ministers, President Bisenhower, on August 26, 1958, requested that the 
Secretary of the Treasury, as the U.S. Governor of the Fund, propose at the forth- 
coming annual meeting that consideration be given to the advisability of increasing 
the quotas assigned to the member governments. Although this request was not 
directly associated with any reference to Latin America, the President stated 
that “the well-being of the free world is vitally affected by the progress of the 
nations in the less developed areas as well as the economic situation in the more 
industrialized countries.” 

The decision of the United States, in 1958, to participate in the work of the 
United Nations Commission on International Commodity Trade, and the return 
of the United Kingdom as a member (it had refused reelection in 1956), together 
with a modification in the Commission’s terms of reference, contributed to the 
development of a more cooperative attitude on the part of both the underindus- 
trialized and the industrialized countries. A strong divergency of viewpoint still 
existed, but the underdeveloped countries became increasingly aware that, without 
the collaboration of the United States no overall solution was possible. On its 
part, the United States undertook to modify its policy in order to lessen dissatis- 
faction among the underindustrialized countries, especially of its southern neigh- 
bors in the Western Hemisphere. 

This change in policy is reflected in the conditions under which the coffee 
producing countries of Latin America and Africa negotiated renewal of the 
International Coffee Agreement, in September 1959, which provides for “adequate 
solutions to a situation that is injurious equally to the interests of producers and 
consumers, and to insure normalization of trade in the coming year.” Although 
not a signatory, the United States withheld opposition and thus, in effect, sup- 
ported the agreement. Without the control of coffee exports into world markets, 
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the United States might ultimately be confronted with pressures from the prin- 
cipal producing countries to institute import quotas on coffee. 

As the industrial countries improved their economic position, following the 
recession of 1957-58, there was a concurrent improvement of the market position 
of some of the basic commodities. The trend has not been such as to lessen the 
concern of the countries heavily dependent on the export of primary products, 
but it has shifted the emphasis somewhat from the immediate hardship condi- 
tions to the longer range problem so dramatically outlined by the secretariat of 
ECLA, in the “Economic Survey of Latin America” for 1949. The persistent 
trend in the demand of industrial countries for imports of primary products to 
grow more slowly than the total output or income of those countries carries serious 
implications for the less developed countries. Indications that the demand for 
primary products will tend to decrease in importance, relative to manufacturing 
output and national income of industrial countries, poses a problem for under- 
developed countries which can be solved only through greater economic diversifica- 
tion. However, it is the low level of export revenues which is the greatest 
hindrance to growth and diversification. Such countries as Argentina and Brazil, 
which may be said to have passed through the initial stage of industrial develop- 
ment, still require large imports of capital goods. In the next, or intermediate, 
stage the import requirements for industrial raw materials, semifinished products, 
and, perhaps most important of all, fuel, actually tend to increase. In both these 
countries the heavy demands on foreign exchange for the purchase of petroleum 
and other fuels have, during recent years, reflected the intensity of these diffi- 
culties. It is likely, therefore, that the approach to the commodity problem in 
the future will center on broader financing facilities for underdeveloped countries. 


SUMMARY AND CONCLUSIONS 


As a regional body, ECLA has been an effective and well-informed forum for 
the discussion of issues considered of vital importance to the less-developed coun- 
tries of Latin America in their relationship to the more highly industrialized 
countries. Due to their number, needs, and special problems, they have pressed 
their points of view with force and intelligence—even if not always with logic 
and consistency—within the U.N. General Assembly, ECOSOC, and ECLA. The 
intensity of their desire for development, diversification, and higher standards 
of living, in the face of changing market conditions abroad and instability in 
their terms of trade, has created issues involving fundamental principles of trade 
and finance which do not have the same historical significance and the same 
practical implications for underdeveloped countries that they have for indus- 
trialized countries. 

Within ECLA, the United States has been forced to assume an attitude of 
eaution in order to maintain a necessary degree of consistency with its votes in 
the United Nations. This may explain the reason for the following statement 
which the U.S. delegation made before the fourth session of ECLA in Mexico 
City in 1951, immediately after its participation in a unanimous vote in favor 
of extending the existence of ECLA indefinitely: 

“The United States wishes to point out, however, that the United States, as a 
member of the ad hoc committee on the organization and operation of the Eco- 
nomic and Social Council, will be confronted in that Committee with worldwide 
rather than regional questions and, therefore, its position respecting continua- 
tion and terms of reference will be affected by overall rather than regional 
considerations.” 

The basic issues between the United States and the countries of Latin America 
which began to project themselves during the early period of postwar readjust- 
ment to peacetime hopes and plans centered in the field of economic and finan- 
cial policy. These precluded agreement on economic principles at Bogota in 
1948 and again at Buenos Aires in 1957 and consistently erected obstacles toward 
finding solutions to the economic problems of the hemisphere. On two basic 
issues the respective positions of the United States and Latin America are so 
widely apart as to make agreement on treaty language highly unlikely. These 
two concern the problems of foreign investment and price stabilization through 
commodity agreements. 

On the one side, there is great desire to place emphasis on public investment; 
on the other, there is an equally strong desire to emphasize private investment. 
The conflict in the two views becomes particularly sharp at the point where the 
proposed agreement or treaty would include provisions for safeguards that would 
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be considered sufficient to attract private investment from capital-exporting 
countries. From the point of view of the United States, it is difficult to conceive 
of an agreement which does not give strong assurances of fair and equitable 
treatment to private investors, particularly guarantees that in case of expropria- 
tion they will receive prompt, adequate, and effective compensation. On their 
side, the capital-importing countries of Latin America find themselves unable 
to give such guarantees without attaching conditions unacceptable to the United 
States. 

With regard to commodity agreements, the United States has emphasized that 
each commodity presents its own special problems and that no single formula 
covering all primary commodities is workable. To quote an official U.S. state- 
ment, “a willingness to consider seriously and constructively the problems created 
by excessive fluctuations in the prices of basic commodities is a very different 
matter from the assumption of a treaty obligation to adopt a specific approach 
to the solution of all such problems.” 

In an impassioned speech before the meeting of Ministers of Finance and 
Economy at Petropolis, Brazil, in 1954, the Colombian delegate made a plea 
that, since there exists an inter-American treaty in the field of political and 
security matters, there is equally good reason for one covering economic mat- 
ters. This view finds general acceptance throughout Latin America. The United 
States, however, does not agree on the validity of this comparison. In its view, 
the Treaty of Rio de Janeiro “does not attempt to specify in advance how indi- 
vidual cases are to be brought to the organ of consultation for settlement” and, 
in fact, “the very flexibility of the machinery of the Rio Treaty has been one of 
its major reasons for success.” 

Yet at a time of economic stress and strain in Latin America the United States 
has taken a practical view without prejudice to the basic principles which guide 
its policies in the broad arena of international affairs. Consistent with Secre- 
tary Dillon’s announcement of August 12, 1958, the United States accepted mem- 
bership on the International Commodity Trade Commission of ECOSOC and has 
supported establishment of the new Inter-American Development Bank. Regard- 
less of the course of economic development in Latin America and the degree to 
which economic and financial stability can be achieved and maintained, the new 
steps toward offsetting or neutralizing the forces of deterioration in Latin 
America have contributed materially to the improvement of economic relations 
between the United States and Latin America. 
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RELATIONS 
I. Main findings. 
II. Conclusions and recommendations. 
III. Body of report. 
A. Trade and tariff policies: 

1. General analysis of the foreign economic policies and prac- 
tices of the U.S. Government and of selected Latin Ameri- 
can governments as they affect trade between the United 
States and Latin America. 

2. Analysis of tariffs, quotas, currency restrictions, and other 
barriers to trade imposed by the United States and Latin 
American governments and an appraisal of the effects, both 
foreign and domestic, on these devices. 

3. The impact of U.S. agricultural programs: 

(a) On Latin American exports of agricultural products 
to third countries. 

(b) On Latin American countries as importers of U.S. 
agricultural commodities. 

4. The relationship of U.S. policies to possible arrangements for 
greater economic integration in the Western Hemisphere, 
in Latin America, and among particular groups of coun- 
tries, e.g., the Central American nations. 

B. U.S. Government nonmilitary aid. Review and appraisal of pro- 
grams of: 

1. International Cooperation Administration. 

2. Export-Import Bank. 

3. Development Loan Fund. 
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III. Body of report—Continued 
C. U.S. Government policies affecting private investments. (N.B.— 
Latin American government policies affecting private investment 
will be covered in study No. 4.) 
1. Tax policies. 
2. Antitrust policies. 
3. Investment guarantee program. 
D. Multilateral economic agencies concerned with Latin America. 
(N.B.—Economic activities of the Organization of American States 
will be covered in study No. 9.) This section will emphasize U.S. 
participation in, and policies toward, these agencies, but it will 
also include the participation and policies of Latin American 
countries. Among the organizations to be covered will be the 
specialized agencies of the United Nations and the United Nations’ 
Economic Commission for Latin America. 
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